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Vermont implemented the Nation’s most comprehensive par-
ity law in 1998, extending equality of health insurance cov-
erage to both mental health and substance abuse (MH/SA)

services. This evaluation sought to determine how implementation of
parity in Vermont affected major stakeholders: employers, health plans,
providers, and consumers. The evaluation included an implementation
case study, an employer survey, and an analysis of health plan
claims/encounter data. Much of the analysis focused on the experiences
of two health plans—Kaiser/Community Health Plan (Kaiser/CHP) and
Blue Cross/Blue Shield of Vermont (BCBSVT). These plans covered near-
ly 80 percent of the privately insured population at the time parity was
implemented.

Executive Summary

Major Findings

• Both health plans made changes in the
way they managed mental health and 
substance abuse (MH/SA) services. Before
parity, BCBSVT provided MH/SA services
primarily through indemnity contracts;
after parity, most members received
MH/SA services through a managed care
carve-out. In contrast, Kaiser/CHP had a
managed care system prior to parity; fol-
lowing parity, the health plan implemented
hospital diversion and step-down programs
that increased the use of partial hospitaliza-
tion treatment and group therapy and
reduced the use of inpatient treatment.

• Only 0.3 percent of Vermont employers
reported that they dropped health cover-
age for their employees mainly because of
the parity law. Only 0.1 percent of

employers reported that parity played a
role in the decision to self-insure.

• More people received outpatient MH serv-
ices following implementation of parity.
The percentage of users per 1,000 mem-
bers increased 6 to 8 percent across the
two health plans.

• In contrast, fewer people received any SA
treatment after parity was implemented.
The percentage of users per 1,000 mem-
bers decreased by 16 to 29 percent.

• Consumers paid a smaller share of the
total amount spent on MH/SA services fol-
lowing implementation of parity. For
example, the share paid out-of-pocket by
BCBSVT members fell from 27 percent to
16 percent of total MH/SA spending.
Among those with serious mental health
conditions, the proportion spending more

Effects of the Vermont Parity Law ix



than $1,000 out-of-pocket annually was
cut by more than half.

• Spending by BCBSVT for MH/SA services
increased by 4 percent following imple-
mentation of parity. In other words, the
amount spent by BCBSVT for MH/SA
services increased 19 cents per member per
month. Relative to BCBSVT spending for
all services, MH/SA services accounted for
2.47 percent of the total after parity, up
from 2.30 percent pre-parity.

• Cost data for Kaiser/CHP were more lim-
ited. However, it was estimated that health
plan spending for MH/SA services
decreased by 9 percent following parity.
This appeared to be due primarily to
decreases in utilization of SA treatment
services.

• Managed care for MH/SA services was an
important factor in controlling costs fol-
lowing implementation of parity. For those
BCBSVT members who received their ben-
efits through a carve-out, both the likeli-
hood of obtaining MH treatment and the
average number of outpatient MH visits
per user declined.

• Both consumer and employer awareness of
parity in Vermont was low. As a result,
stakeholders felt that some difficulties
could have been avoided if there had been
a proactive education campaign concern-
ing the law.

Conclusions
This study reflects experiences during the
first 2 to 3 years of parity in Vermont. It
is possible that a longer study period might
yield different results. Further, the study is
limited to a single State, and the results may
not be generalizable to other States in which
the mix of providers or services differs. 

Despite these qualifications, the study
shows that parity for MH/SA benefits was
achieved in Vermont. Increased use of man-
aged care helped make parity affordable but
may have reduced access and utilization for
some services and beneficiaries. Limited
knowledge of the law complicated implemen-
tation for employers, providers, and con-
sumers. Vermont stakeholders recommended
that more attention be paid to education and
other proactive efforts to better prepare for
a change of this magnitude.
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I.
Insurers historically have been reluctant to cover mental health and

substance abuse (MH/SA) services on par with general medical
and surgical services because of concerns about adverse selection

and moral hazard (McGuire, 1981).1 During the 1980s, many States
enacted mandates requiring insurers to cover mental health services and
to offer freedom of choice among providers. Concerns about underuti-
lization of MH/SA services persist, however, because many insurance
policies impose higher cost sharing or more restrictive benefit limits for
MH/SA services than for general medical and surgical services.

Introduction

In recent years, legislative activity
designed to introduce parity in insurance
coverage for MH/SA treatment has experi-
enced a resurgence. The Federal Mental
Health Parity Act of 1996 (P.L. 104-204), a
limited parity law, prohibits different dollar
limits for mental health services and general
health care. It does not mandate that insur-
ers provide mental health coverage, nor does
it affect the terms and conditions of mental
health coverage, such as coinsurance, cost
sharing, deductibles, or service limits.
Further, while the law covers mental illness-
es, as defined by each health plan, it
excludes substance abuse. The Federal law
exempts health plans purchased directly

through the individual market, businesses
with 50 or fewer employees, and businesses
that demonstrate that the law resulted in a
cost increase of at least 1 percent. Currently,
the Federal law is scheduled to expire at the
end of 2003.

As of August 2002, 33 states had enacted
parity laws that surpassed the provisions of
the Federal parity law (Exhibit I.1). Of
these, 19 require full parity, while 14 call
for limited parity (GAO, 2000; NCSL,
2001). Full parity laws mandate that mental
health benefits be included in all group
plans and require parity in all respects—dol-
lar limits, service limits, and cost sharing.
As displayed in Exhibit I.1, Vermont has the
most comprehensive parity law in the
Nation and is the only State that exceeds
the Federal law on every dimension. (See
Appendix A for the text of the Vermont
parity law.) The Vermont law defines mental
health conditions broadly (that is, coverage
is not limited to selected conditions); covers
substance abuse; and requires equal terms

Effects of the Vermont Parity Law 1

1 Adverse selection may result when those who are
older or sicker opt to enroll in or continue insur-
ance to a greater extent than those who are
younger or healthier. Moral hazard may occur
when reduced cost sharing through insurance cov-
erage reduces the incentive for individuals to econ-
omize in their use of health care. 
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Exhibit I.1: Overview of State Mental Health/Substance Abuse Parity
Laws That Exceed the Federal Parity Law, as of August 2002

Broad 
Year Law or Definition Covers
Amendment Mandated of Mental Substance
Enacted Benefit a Illness b Abuse

Total Number of States 33 30 12 14

Vermont 1997 � � �

Arkansas 1997, 2001 � �
California 1999 �
Colorado 1997 �
Connecticut 1999 � � �
Delaware 1998, 2001 � �

Georgia 1998 � �
Hawaii 1999 �
Illinois 2001 �
Indiana 1999, 2001 h �
Kansas 2001 �

Kentucky 2000 � �
Louisiana 1999 � �
Maine 1995 j
Maryland 1994 � � �
Massachusetts 2000 � k

Minnesota 1995 l � �
Missouri 1999 �
Montana 1999, 2001 � �
Nebraska 1999 �
Nevada 1999 �

New Hampshire 1994 �
New Jersey 1999 �
New Mexico 2000 � �
North Carolina 1997 � � �
Oklahoma 1999 �
Pennsylvania 1998 �

Rhode Island 1994, 2001 � � �
South Carolina 2000 � �
South Dakota 1998 �
Tennessee 1998 � �
Texas 1997 o
Virginia 1999 � �

Federal Mental Health 
Parity Act 1996 p

Source: Adapted from Gitterman, Daniel, Richard Scheffler, Marcia Peck, Elizabeth Ciemans, and Darcy Gruttadero. “A Decade of Mental Health Parity:
The Regulation of Mental Health Insurance Parity in the United States, 1990–2000.” NIMH Grant MH-18828-11. Berkeley: University of
California, July 2000. Updated based on State parity legislative information from the General Accounting Office, “Mental Health Parity Act:
Despite New Federal Standards, Mental Health Benefits Remain Limited,” GAO/HEHS-00-95, May 2000; the National Association for the
Mentally Ill (NAMI), August 2001; and the NCSL Health Policy Tracking Service “Mental Health Parity” brief, December 2001.
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Exhibit I.1 continued

Covers Policies
Prohibits Limits or Employers

on Inpatient Days Requires Regardless 
and Outpatient Financial Covers Small of Cost 

Visits c Parity d Employers e Increases

Total Number of States 23 27 17 25

Vermont � � � �

Arkansas f � �
California � � �
Colorado � � � �
Connecticut � � � �
Delaware � � � �

Georgia � � �
Hawaii � �
Illinois g � �
Indiana � � i
Kansas � �

Kentucky � � �
Louisiana �
Maine � � �
Maryland � � �
Massachusetts � � � �

Minnesota � � � �
Missouri � �
Montana � � � �
Nebraska � �
Nevada m

New Hampshire � � � �
New Jersey � � � �
New Mexico � � �
North Carolina � � i �
Oklahoma �
Pennsylvania n �

Rhode Island � � �
South Carolina � � i
South Dakota � � �
Tennessee
Texas � � �
Virginia � � �

Federal Mental Health 
Parity Act

a A “mandated benefit” refers to State statutes that require health insur-
ance policies to include certain benefit provisions. A typical provision
states that a group health plan shall provide benefits for diagnosis and
mental health treatment under the same terms and conditions as pro-
vided for physical illnesses. States that are not checked under this
column have either a “mandated benefit offering” or a “mandated, if
offered” provision. The “mandated benefit offering” provision requires
sellers to offer certain types of mental health coverage, with the deci-
sion of whether to purchase coverage left to the buyers. Alabama,

Georgia, and Missouri have “mandated benefit offering” provisions.
The “mandated, if offered “ provision does not require the employer or
insurer to offer mental health coverage; however, if the employer
offers coverage, then the coverage must comply with parity provi-
sions. Indiana, Kentucky, and Nebraska have “mandated, if offered”
provisions.

b “Broad definition of mental illness” is defined as encompassing all the
disorders listed in the American Psychiatric Association’s Diagnostic
and Statistical Manual of Mental Health Disorders and/or the
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visits for outpatient treatment, including group and individual outpa-
tient treatment, and prohibits a lifetime limit on the number of inpatient
treatment days and outpatient visits covered by the plan. Plans must
include the same amount limits, deductibles, copayments, and coin-
surance factors for serious mental illness as for physical illness.”

h Indiana: Statute specifies a “mandated benefit” for State employee
plans and a “mandated offering” for group and individual plans.

i Indiana, North Carolina, and South Carolina: The parity statute applies
to health plans offered to State employees.

j Maine: The statute mandates coverage for group plans and requires a
mandated offering for individual policies.

k Massachusetts: Parity for substance abuse applies only in cases of
co-occurring mental illness and substance abuse disorders.

l Minnesota: The statute mandates coverage for health maintenance
organizations (HMOs) and “mandated, if offered” for individual and
group plans.

m Nevada: Annual and lifetime dollar limits must be equal to other ill-
nesses; cost sharing for copayments and coinsurance must not be
more than 150 percent of out-of-pocket expenses for medical and sur-
gical benefits.

n Pennsylvania: Statute requires parity in annual and lifetime dollar lim-
its but only specifies that cost sharing “must not prohibit access to
care.”

o Texas: Statute requires “mandated benefits” for group and HMO plans
and a “mandated offering” for groups of 50 or fewer.

p The Federal Mental Health Parity Act allows health plans to define the
covered illnesses.

International Classification of Diseases Manual. For States that are
not checked in this column, some narrow their laws’ scope by requir-
ing coverage only for “biologically based” illness or “serious mental
illness,” most commonly defined as schizophrenia, bipolar disorder,
obsessive-compulsive disorder, major depressive disorder, panic dis-
order, schizo-affective disorder, and delusional disorder. Alternatively,
some States—as well as the Federal Mental Health Parity Act—allow
health plans to define the scope of the mental health benefit.

c States that are not checked in this column permit a disparity in the
terms and conditions required for mental health coverage compared
to other physical health conditions (for example, allowing a cap on the
number of inpatient days and/or outpatient visits for mental health
coverage that differs from that for other physical illnesses).

d States that are not checked in this column permit a disparity between
the cost sharing for mental health services and physical health serv-
ices. 

e States that are not checked in this column exempt small employers,
most commonly defined as employers with either 25 or fewer employ-
ees or 50 or fewer employees.

f Arkansas: S. 716 (2001) prohibits health plans from imposing limits on
coverage for mental health treatment offered by employers with 50 or
fewer employees. This law allows groups of 51 or more employees to
impose an annual maximum of 8 inpatient/partial hospitalization days
together with 30 outpatient days.

g Illinois: S. 1341 requires “group health benefit plans to provide cover-
age based upon medical necessity for the following treatment of men-
tal illness in each calendar year: 45 days of inpatient treatment and 35

Exhibit I.1 continued



and conditions with general health care for
service limits and cost sharing.2 Vermont’s
law covers its entire commercially insured
population, with no exemptions for small
businesses. The sole exception is self-insured
groups, due to the Federal preemption under
the Employee Retirement Income Security
Act. In addition, the Vermont parity law
does not apply to Medicare or Medicaid
beneficiaries.

The Vermont law permits health plans to
use managed care for coverage of MH/SA
treatment, even if the plans continue to cover
medical/surgical treatment on an indemnity
basis. In addition, the law exempts out-of-
network benefits provided through a point-
of-service option from complying with the
terms of parity. Thus, enrollees who go out
of network may be subject to visit limits for
MH/SA services, separate deductibles, and
higher copayments or coinsurance.

A. Why Study the Effects of Parity in
Vermont?
The enactment of full parity statutes remains
controversial for several reasons. Employers
and health plans are concerned that a more
generous benefit package for MH/SA services
may result in significant increases in health
insurance costs. Providers and consumers are
concerned that the introduction of parity
benefits may accelerate the trend toward
increased management of behavioral health
services. Legislators, for their part, require
more definitive information on the effects of

Effects of the Vermont Parity Law 5

parity on health care access, utilization, and
spending to make sound decisions.

Implementation of the Vermont Parity Act
provides an important opportunity to study
the effects of a full parity law on access, uti-
lization, and spending for MH/SA services.
As discussed earlier, Vermont has the most
comprehensive parity law in the Nation.
Moreover, the State presents an interesting
context for studying the effects of parity
because of the contrasting health plan envi-
ronments in which parity is being imple-
mented. Between the two dominant commer-
cial health plans in Vermont, one had
managed care both before and after parity,
and one shifted a large share of its members
from an indemnity plan to a managed care
carve-out when parity was implemented.
Previous literature has shown that the effects
of benefit expansions vary across health plan
arrangements and, in particular, that health
plans switching from indemnity to managed
care arrangements often experience net sav-
ings despite the expanded benefits (Goldman,
McCulloch, & Sturm, 1998; Sturm,
Goldman, & McCulloch, 1998).

This report presents the results of an eval-
uation of the effects of the Vermont Parity
Act, sponsored by the Substance Abuse and
Mental Health Services Administration. The
Vermont Department of Banking, Insurance,
Securities, and Health Care Administration,
the agency charged with overseeing the
implementation of MH/SA parity in
Vermont, provided extensive in-kind support
to this evaluation. This evaluation had three
major objectives:
1. Document implementation of the Vermont

parity law through a case study;

2. Quantify the effects of the parity law on
access to, utilization of, and spending for
MH/SA services through an analysis of

2 Specifically, the Vermont parity law defines a men-
tal health condition to mean “any condition or dis-
order involving mental illness or alcohol or sub-
stance abuse that falls under any of the diagnostic
categories listed in the mental disorders section of
the international classification of disease, as peri-
odically revised.”



claims/encounter data for two health
plans; and

3. Assess the effects of parity on employers
through a survey of Vermont employers.

The three components of the evaluation—
case study, claims/encounter data analysis,
and employer survey—provide a multifaceted
view of the implementation and effects of the
Vermont parity law from the perspective of
key stakeholders.3

B. Conceptual Framework for This
Evaluation
Exhibit I.2 presents a conceptual framework
that guided the evaluation design and analysis.
The framework illustrates the potential behav-
ioral responses and outcomes of various stake-
holders. Following implementation of parity,
insurers and employers jointly determine the
characteristics of employer-sponsored insur-
ance, including care management strategies
and financial provisions. Employers may
respond to parity in various ways. They may
decide not to offer coverage. They may shift to
self-insured coverage to avoid the state parity
provisions, pass additional premium costs on
to employees, or choose a managed care prod-
uct. Alternatively, they may change employee
compensation levels to account for the costs of
parity or change the structure of their work-
force (such as downsizing) to reduce costs. The
direction and magnitude of employer respons-
es is a function of the actual or anticipated
effects of parity on their health care costs.

Special Report6

The effect of parity on providers depends
on how insurers restructure provider net-
works, reimbursement policies, and utiliza-
tion controls. These changes may affect
provider treatment patterns that, in turn,
may have a direct effect on health care
spending and utilization, as well as an indi-
rect effect on consumer experience.

Consumer access and use is a function not
only of enrollee characteristics (such as
health status and risk) but also of such exter-
nal factors as provider availability (as struc-
tured by the insurers) and employee cost
sharing (as determined by the employer).
Although parity is hypothesized to raise con-
sumer demand by expanding insurance cov-
erage, in reality, the effect on access to and
use of services will depend on how insurers
respond, particularly in terms of care man-
agement protocols. The conceptual frame-
work identifies two intermediate consumer
outcomes—access and satisfaction—and two
ultimate outcomes—health status and pro-
ductivity.

Finally, the framework incorporates effects
on the public MH/SA system. Parity can
affect public system costs if patients who
would have been treated by publicly funded
providers now are treated by privately fund-
ed providers, thus freeing up public
resources, either for other MH/SA services
(such as prevention) or for other public pro-
grams (health or nonhealth), or resulting in
budget savings.

C. Questions Addressed in This
Evaluation
The evaluation addresses both qualitative
questions on the parity implementation
process and quantitative questions on the
effects of parity. The evaluation questions
are organized around six domains:

3 In addition, the evaluation included focus groups
with a convenience sample of providers and con-
sumers. This report does not present the results of
the provider and consumer focus groups. However,
the case study findings presented in Chapter II
include provider and consumer perspectives (along
with those of other stakeholders) that were gathered
in the site visits.
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(1) implementation process; (2) employer
issues; (3) insurer/health plan issues; (4)
provider issues; (5) consumer issues; and (6)
effects on health care access, utilization, and
spending. Exhibit I.3 presents the questions
addressed by the evaluation. Although the
evaluation addresses a wide range of issues,
some questions could not be addressed due
to resource constraints. For example, this
evaluation does not address the effects of
parity on the quality of care or on health
status and functioning. In addition, this
study was unable to quantify the effects of
parity on the public system, such as whether
improved commercial benefits have resulted
in fewer transitions to Medicaid or whether
there have been any spillover effects on the
State corrections system.

Findings from this study reflect experi-
ences during the first two to three years of

parity in Vermont. It is possible that a longer
study period might yield different results,
especially as the effects of managed care
transitions stabilize. This study also is limited
to a single State, and the results may not be
generalizable to other States in which the
mix of providers or services differs.

D. Organization of This Report
This report contains four additional chap-
ters. Chapter II describes the implementation
of the Vermont parity law. Chapter III pre-
sents the results of the claims/encounter data
analysis showing the effects of parity on
access, utilization, and spending, and
Chapter IV discusses the results of the
employer survey. Chapter V synthesizes the
major findings of this evaluation across the
various study components.
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Exhibit I.3: Questions Addressed by the Evaluation of the Vermont
Parity Law

Implementation Process

� What mandates governed mental health/substance abuse (MH/SA) benefits prior to parity? What
were the specific benefits and benefit limits for MH/SA for a typical health plan prior to the
law? What specifically does the Vermont parity law require? What activities have taken place
among the major stakeholders to implement, coordinate, and ensure compliance with the parity
law? What obstacles, if any, were encountered? What modifications or clarifications were made
during implementation? Do stakeholders feel that the law has achieved its objectives? If not,
why not?

Health Plan Issues

� How has the parity law affected the scope of MH/SA coverage offered by health plans (for
example, benefits and benefit limits)? Has the parity law affected the number of insurers in
Vermont, especially in the individual and small group markets? Has the parity law affected the
number of insurance products offered by Vermont insurers? How has implementation of the
parity law varied among health plans (use of managed care, MH/SA carve-outs, utilization
management, provider networks)? 

Employer Issues

� What were employer responses to parity? Have employers responded to the parity mandate by
increasing employee premiums, dropping coverage or benefits, or converting to self-insured
plans? How do employer responses vary among small, medium, and large businesses? Have
there been any effects on employers not subject to the mandate? How satisfied are employers
with the parity law, and what recommendations do they have for improving the law in the
future?

Provider Issues

� Has the parity law led to changes in how health plans contract with MH/SA providers? Has
the parity law affected the mix of providers with which health plans contract? Has the parity
law led to changes in how health plans reimburse MH/SA providers? 

Consumer Issues

� Who provided consumer education about the changes brought about by the parity law? How
knowledgeable are consumers about the parity provisions? How do consumer advocates view
the results of the law, especially regarding consumer access to MH/SA services? Were there any
unintended consequences?

Health Care Access, Utilization, and Spending 

� How have access, utilization, and spending changed as a result of parity (such as percentage of
covered population receiving any MH/SA service, intensity of care, MH/SA costs per covered
life)? What types and amounts of services utilized post-parity would not have been covered pre-
parity? Have characteristics of utilization changed following the implementation of parity?
Who specifically is better off as a result of the law? 
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II.

Implementation of Vermont’s mental health/substance abuse
(MH/SA) parity law began in January 1998, a little more than 6
months after it was signed into law. The law resulted in signifi-

cant changes in the nature of MH/SA coverage, particularly in terms of
the increased use of managed care for MH/SA services. This chapter
describes the early implementation experiences in Vermont—the transi-
tions and challenges, and how stakeholders responded to those chal-
lenges. Such background information is key to understanding the effects
of parity, as described in subsequent chapters, from the perspectives of
health plans (Chapter III) and employers (Chapter IV).

Implementation of
Vermont’s Mental
Health/Substance
Abuse Parity Law

The findings presented in this chapter are
based on information gathered during two
site visits to Vermont, the first in July
1998—about 7 months after the law went
into effect—and the second in October 2000.
Taken together, these two site visits provide
insights into the early implementation experi-
ences and transitions, as well as the longer-
term effects of parity on stakeholders.
Findings from the two site visits were aug-
mented by information gathered from a
review of written public documents and
ongoing telephone interviews with key stake-
holders over the past several years. Appendix
B contains background information on the
context leading to Vermont’s parity law,
including the legislative history.

A. Early Implementation Experiences

To a large extent, the experiences of the
State’s two largest health insurers—Blue
Cross Blue Shield of Vermont (BCBSVT)
and Kaiser/Community Health Plan
(Kaiser/CHP)—shaped the early implemen-
tation of Vermont’s parity law. BCBSVT
rapidly moved most of its enrollees into
managed behavioral health care in response
to the parity law and encountered adminis-
trative difficulties; in contrast, Kaiser/CHP
continued to use its existing managed care
model and experienced few changes. The
next three sections describe the early imple-
mentation experiences of BCBSVT,
Kaiser/CHP, and other health plans.

Effects of the Vermont Parity Law 11



1. Blue Cross Blue Shield of Vermont

With the implementation of parity, and as
employer contracts subject to parity were
renewed over the course of the year, 
BCBSVT began transferring nearly all of its
covered lives in fee-for-service products into
a new “carve-out” arrangement with Merit
Behavioral Care (MBC). BCBSVT trans-
ferred financial risk for all MH/SA services
to MBC through a capitation arrangement,
while physical health services continued to
be covered on an indemnity basis.1 MBC
developed a narrower provider network
than that of BCBSVT and used managed
care techniques to contain costs. According
to BCBSVT representatives, the carve-out
arrangement was created specifically to com-
ply with the parity law and to contain the
cost of the expanded MH/SA benefit.

By nearly all accounts, this initial transi-
tion to a carve-out arrangement did not go
smoothly. First, BCBSVT officials indicated
that they did not inform their members of
changes in benefits and service delivery
because they had assumed that employers
would communicate this information to their
employees. Second, patient-provider relation-
ships initially were disrupted, since many
existing BCBSVT providers were not in
MBC’s network. These disruptions ultimately
were addressed by allowing enrollees six
transitional visits to out-of-network
providers and by expanding the provider net-
work to ensure adequate geographic cover-
age. A management change further compli-
cated MBC’s effort to develop its provider
network because it was purchased by anoth-

er firm, Magellan Health Services, during the
transition.2 Third, BCBSVT experienced sig-
nificant computer problems related to
revamping its claims adjudication process to
reflect the new benefit structure. Finally, the
“rolling” implementation of parity within
BCBSVT—at the time of contract renewals
on or after January 1, 1998—both compli-
cated the communication process and limited
the visibility of parity-related changes among
BCBSVT enrollees across the State.

In response to the initial transition diffi-
culties, BCBSVT collaborated with other
stakeholders—including State regulatory offi-
cials, provider groups, and advocacy
groups—to address the communication and
provider network problems that followed
implementation of parity. The Department of
Banking, Insurance, Securities, and Health
Care Administration (BISHCA), the State
agency charged with overseeing the imple-
mentation of the parity law, hosted a parity
implementation conference involving all
interested stakeholders in June 1998. In
addition, the Vermont Association for
Mental Health hosted a series of public
forums in 1998, to which all stakeholders
were invited to discuss the goals of the parity
law and to identify solutions to problems
encountered during the early transition
process (BISHCA, 1999).

In response to stakeholder concerns, 
BCBSVT produced two brochures—one for
providers and one for consumers—that
explained the changes made as a result of the
parity law. These brochures were distributed
to all BCBSVT enrollees and MH/SA
providers. The plan also took steps to ensure
that MBC increased the size of its provider
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1 BCBSVT used MBC for its health maintenance
organization (HMO) product (The Vermont
Health Plan) prior to passage of the MH/SA parity
law. Some employers also requested an option to
offer an indemnity product for MH/SA services.

2 For the sake of simplicity, this chapter refers to the
organization as MBC, despite its subsequent name
change to Magellan.



part of the plan’s wider withdrawal from
the entire Northeast region. (The plan
ceased operations in Vermont in March
2000.) A large portion of Kaiser/CHP
enrollees chose to enroll in MVP Health
Plan, a health maintenance organization
(HMO) operating in the Vermont market
with a similar managed care approach,
while a smaller portion chose BCBSVT or
other plans. As a result of this change, MVP
captured almost a quarter of the privately
insured market in Vermont by 2000, after
accounting for less than 3 percent of the
market in 1998. The transition of enroll-
ment to MVP and other plans was reported
generally to be smooth, although MVP did
have to expand its MH/SA provider net-
work substantially to provide care to the
large influx of new enrollees.

3. Other Health Plans

Other health plans expanded their in-
network benefits to comply with the parity
law, but little evidence suggests that they
implemented other significant changes to
their health insurance products (BISHCA,
1999). In 2000, one health plan participat-
ing in the individual market—Fortis—with-
drew from the Vermont market, attributing
its decision, in part, to the requirements of
the parity law. Interviews with Fortis execu-
tives indicated that the plan was poorly
positioned to respond to parity because it
lacked an existing managed care product
and provider network, focused on the indi-
vidual market, and represented only a small
market share. To remain in the Vermont
market, Fortis executives believed that they
faced a decision either to build a costly man-
aged care provider network for delivering
MH/SA services or to experience a large
increase in overall MH/SA utilization and
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network, allowing a period of several
months during which all nonparticipating
providers were invited to apply for member-
ship in MBC’s network.

The State government also took steps to
improve public awareness of the law. For
example, State officials developed and dis-
seminated 12,000 flyers that described the
reform, wrote opinion pieces and editorials
in local newspapers, and sought other news
coverage of the parity law. Through a preex-
isting consumer hotline established to assist
consumers with a wide range of health care
issues, BISHCA received telephone calls from
consumers with concerns related to MH/SA
parity and resolved consumer complaints
(BISHCA, 1999).

2. Kaiser/CHP

Kaiser/CHP simplified its transition to
MH/SA parity by changing its benefits for all
contracts in January 1998, regardless of the
contract renewal date. Mental health and
substance abuse copayments were brought in
line with those for physical health benefits,
and the 20-visit outpatient and 30-day inpa-
tient limits were dropped from the typical
benefit packages the plan offered. Mental
health benefits already were managed tightly
prior to parity, especially in comparison to
the traditional indemnity products offered by
BCBSVT. According to health plan officials,
Kaiser/CHP enrollees experienced relatively
little change in the management of MH/SA
services following implementation of the par-
ity law. To manage hospital costs under the
parity mandate, Kaiser/CHP implemented
hospital diversion and step-down programs
and increased the use of partial hospitaliza-
tion treatment and group therapy.

In 1999, Kaiser/CHP announced that it
was pulling out of the Vermont market as



costs. Since neither option was considered
viable in a market that represented a small
portion of their national business, Fortis
chose to pull out of Vermont.

B. Early Effects on Vermont’s MH/SA
Delivery System

1. Perspectives on the Introduction of
Managed Care for MH/SA Services

Perhaps the strongest point of contention
among stakeholders in Vermont concerned
the implementation of managed care for
MH/SA services coincident with the benefit
expansion under parity. Health plan and
employer representatives viewed the use of
managed care as a key condition to maintain
the cost-effectiveness of an expanded MH/SA
benefit package. These stakeholders perceive
that the use of managed care arrangements
was the main reason premiums and utiliza-
tion have not risen dramatically during the
first few years following parity implementa-
tion. Health plan representatives also believe
that the use of managed care arrangements
has not diminished access to or quality of
care. They maintain that managed care
approaches might improve quality by impos-
ing rigorous, uniform standards for deliver-
ing services through the development of
practice guidelines, determinations of med-
ical necessity, and reviews of provider prac-
tice patterns. Some stakeholders noted that
providers unrealistically might have expected
that benefits for mental health truly would
be unlimited, and that they never really fore-
saw the emergence of managed care for
MH/SA services.

Providers who delivered MH/SA services
to BCBSVT’s fee-for-service enrollees prior
to parity were surprised by the immediate
imposition of a more restrictive provider

network for their BCBSVT patients.
Providers expressed concern about the
potential discontinuity in care for BCBSVT
enrollees and the adequacy of MBC’s
provider network to meet enrollees’ needs.
Some believed that use of a carve-out
arrangement disrupted well-established
referral patterns, particularly between pri-
mary care providers and mental health pro-
fessionals. Many providers also objected to
the terms of MBC’s contracts (including uti-
lization review and reduced fees) and to the
credentialing process required to join the
network. In particular, they were not happy
with MBC’s use of medical-necessity criteria
to make coverage decisions, arguing that it
primarily is a cost-containment strategy
with little clinical validity. Furthermore,
some provider representatives were not
pleased that an organization perceived as a
“newcomer” in the State (MBC/Magellan)
was now dictating payment terms and prac-
tice patterns to local providers who wished
to participate in the network.

Consumer representatives echoed many of
the providers’ concerns. They reported that
the rapid transition of BCBSVT to managed
behavioral health was poorly coordinated
and communicated to consumers, resulting in
confusion about benefits and coverage.
Consumer representatives also expressed
concern about the loss of choice of providers
and modes of treatment. They reported that
consumers experienced discontinuities in
provider relationships and that, in some
areas, provider networks did not include
appropriately skilled providers to meet the
complex needs of some consumers.

2. Effects on the Public Sector

Stakeholders in both the private and public
sectors agreed that the implementation of
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approach to treating chronic mental illness
or chemical dependency.3

C. Stakeholder Reflections on the
Effectiveness of Vermont’s Parity Law

1. How Well Did Consumers Understand
Vermont’s Parity Law?

After 3 years of implementation experience,
a strong consensus emerged that communica-
tion and education efforts should have been
stronger, especially during the first year of
implementation. Many stakeholders
acknowledged that, prior to passage of the
parity law, they were not sufficiently aware
of the importance of a coherent education
and communication effort to minimize con-
fusion and disruptions in service delivery,
especially given the changes BCBSVT made
in the coverage and treatment of MH/SA
services. Many stakeholders noted that
responsibility for communication was not
assigned clearly at the outset, and thus it was
not until several months after parity was
implemented that more extensive communi-
cation efforts were undertaken.

Many stakeholders also agreed that,
despite outreach and education efforts,
many consumers continue to be unaware
of the law or the expanded MH/SA bene-
fits. Stakeholders, however, disagreed about
the relative importance of undertaking
broader outreach efforts in the future.
Consumer advocates and providers general-
ly believe that access to MH/SA services can
only be improved significantly with ongoing
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parity had little noticeable effect on the pub-
lic delivery system or on the extent of public-
private sector coordination of care for those
with MH/SA conditions. Prior to parity, pri-
vate health plans usually provided coverage
for mental health services to people with
severe mental illness for only a limited time
period. When patients exceeded pre-parity
coverage limits and could not pay for servic-
es out-of-pocket, they usually switched to
public sector providers. As a result, the pub-
lic system became the main provider of
longer-term treatment for patients with
chronic conditions who originally had been
covered by private insurance.

Some advocates anticipated that parity
would increase the role of the private sec-
tor in providing care for patients with
chronic conditions (and thus reduce public
sector costs). They also expected that pri-
vate plans would pay for more MH/SA
services previously provided only by public
sector providers. However, health plans
believed that the parity law was not intend-
ed to give private health plans added
responsibility for the coverage of public
sector services. They noted that medical
insurance benefits were not intended to
cover custodial services or services that
support daily functioning, but that do not
address underlying illness. In response to
this argument, proponents of expanding
health plans’ responsibilities indicated that
the plans often cover services related to
chronic medical conditions that maintain
functioning and thus should take the same

health plan management of chronic mental illness
by pointing out that health plans—through their
medical-necessity criteria—typically are willing to
authorize only short-term mental health treatment
(8 to 10 therapy sessions), unless the patient is in
the midst of an acute episode.

3 One common analogy suggested was how health
plans approach the management of diabetes.
Providers noted that health plans routinely pay for
long-term treatment to maintain functioning in
people with diabetes and to prevent acute episodes
that may require hospitalization. They contrasted



education efforts. Health plan representa-
tives, however, express skepticism about the
efficacy of broad-based education efforts,
noting that consumers ignore most educa-
tional material, especially when they do not
believe that they will need MH/SA services in
the near future.

2. Did Vermont’s Parity Law Achieve Its
Objectives?

Stakeholders identified several objectives of
Vermont’s parity law, including making
MH/SA benefits equal to physical health
benefits; reducing financial hardships for
consumers and their families; and reducing
discrimination and stigma associated with
MH/SA services. Stakeholders expected that,
by meeting these objectives, access to
MH/SA services would improve and utiliza-
tion would increase.

There were mixed opinions about
whether Vermont’s parity law achieved these
objectives. In the view of most stakeholders,
parity achieved the explicit goal of expand-
ing benefits (including the elimination of dis-
criminatory financial and benefit limits for
MH/SA services), and, thus, removed sub-
stantial financial barriers to care for many
consumers. Some also believe that the pub-
licity surrounding the parity law increased
awareness of the importance of MH/SA
services and removed some of the stigma
associated with MH/SA conditions. Yet,
many viewed the introduction of managed
care for MH/SA services as a significant
obstacle to achieving the goal of increased
access to care, because of the limited
provider networks and utilization review
procedures. However, many respondents
noted in the Fall 2000 interviews that it was
too early to tell whether parity can achieve
the goal of increasing access with the man-

aged care arrangements that have been put
in place.

State officials, consumer advocates, and
provider association representatives consis-
tently noted that the longstanding shortage
of certain types of providers, as well as the
geographic maldistribution of existing
providers, potentially limited achievement of
the goals of the parity law. These stakehold-
ers noted, for example, that shortages of
child psychiatrists and psychiatric hospital
beds in Vermont placed constraints on the
parity law’s ability to expand access to care
for children with serious emotional distur-
bances. Moreover, some raised concern that
general provider shortages in rural areas
might constrain access and utilization
despite the benefit expansion. Some stake-
holders expressed hope that the parity
reforms would highlight the need to address
existing provider shortages—especially in
children’s services.

Health plan and employer representatives
generally believed that the parity law had lit-
tle effect on premiums or the costs of care
during the first few years, especially when
compared to other, more significant, health
care cost “drivers” such as rising prescription
drug costs. Although employers, health
plans, and health insurance agents remained
concerned about the cumulative effects of
state-mandated health insurance benefits,
they did not believe that the parity law itself
was a significant contributor to premium
increases in the first few years. The introduc-
tion of managed care arrangements in
MH/SA services was cited as an important
reason for the small effects on costs.
However, some also said that costs could
increase if more consumers became aware of
expanded benefits and sought MH/SA serv-
ices from health plans.
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the quality effects of the parity law.
Proponents of the new law wanted to
address concerns about the potential for
excessively low “medical loss ratios” (health
care claims expenses divided by premium
revenues) among health plans or their con-
tracted MH/SA carve-out organizations.
Some speculated that low ratios could indi-
cate high profits and/or administrative costs,
signifying a diversion of resources away from
direct service delivery. The law created a task
force to oversee implementation of the Act,
including representatives from BISHCA and
other State agencies, health plans, con-
sumers, providers, and the business commu-
nity. According to State officials, the task
force deliberations provided an opportunity
to educate providers and consumers about
how health plans operate and the intricacies
of measuring health plan performance.

E. Discussion
This chapter has described the rollout of par-
ity in Vermont, including early transitions
and more recent legislative efforts to extend
the reforms to ensure the quality of MH/SA
services. The results are based on experiences
during the first few years following imple-
mentation of parity. As such, the results
reflect the initial stages of parity implementa-
tion, and a longer study period would be
required to learn about the effects of a more
mature parity policy.

This implementation case study demon-
strated contrasting health plan experiences in
response to parity. At one extreme,
Kaiser/CHP, an HMO, exhibited relative sta-
bility in the management of MH/SA services
before and after parity (until its withdrawal
from the Vermont market in March 2000).
At the other extreme, BCBSVT shifted most
of its fee-for-service enrollees to a managed

Effects of the Vermont Parity Law 17

Stakeholders also generally agreed that,
despite renewed efforts at education and
communication, most privately insured
Vermont residents are unaware of the parity
reforms and expanded benefits mandated
under the law. For these reasons, many
respondents had now turned their attention
to additional reforms to improve the quality
of MH/SA services.

D. Development of New State-Level
Initiatives
In the context of the new—and, in some
cases, unforeseen—managed care environ-
ment, many provider groups and consumer
advocates saw the Vermont parity law as
only the first step toward improved quality
and access to MH/SA services. In response to
continuing concerns about the effects of a
shift to managed care for MH/SA services,
the Vermont legislature passed Act 129 in
2000, which mandated new annual reporting
requirements and quality standards for the
five largest health plans operating in
Vermont (see Appendix B; Table B.1).4 The
goal of the law was to gather information
showing health plans’ performance in deliv-
ering MH/SA services. These reports also
were intended to serve as a “barometer” for

4 The law was intended to build on Vermont’s exist-
ing managed health care consumer protection law
(Rule 10), which proponents believed was not ade-
quate to address concerns about managed care
arrangements for MH/SA services. Specifically, Act
129 required annual filing of medical loss ratios
specifically for MH/SA conditions, as well as annu-
al filing of a report card showing: (1) annual inpa-
tient MH/SA discharge rates; (2) average length of
stay for inpatient treatment and number of outpa-
tient visits for MH/SA services; (3) percent of cov-
ered lives receiving inpatient and outpatient
MH/SA services; (4) number of denials of MH/SA
services; (5) number of denials appealed by con-
sumers and/or providers; (6) rates of readmission
for inpatient MH/SA services; and (7) patient satis-
faction measures.



to the widespread use of managed care for
MH/SA services. Most stakeholders also rec-
ognized that education and communication
efforts about parity were inadequate, result-
ing in heightened expectations among
providers and confusion among consumers.
There was less agreement, however, about
whether parity had achieved the goals of
expanding access to care and providing
financial protections to consumers and their
families. Many now see the parity law as a
first step to improve the status of MH/SA
services in Vermont, acknowledging that
some effects will be longer-term as con-
sumers gradually become aware of expanded
benefits under the parity law.
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care carve-out for MH/SA services, concur-
rent with the implementation of parity,
resulting in widespread reports of discontinu-
ities for consumers and providers. The State
regulatory agency, consumer advocates, and
providers were proactive in working with
BCBSVT to address problems resulting from
changes in its MH/SA delivery system. The
experiences of BCBSVT provide important
insights into what can happen when parity
and managed care are implemented concur-
rently, especially in a State with a relatively
low managed care presence.

There was broad agreement that parity
had not caused substantial increases in pre-
mium costs in the first few years, largely due
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III.

This chapter provides evidence on how two health plans
responded to the Vermont parity law. This analysis is based
on the experiences of Blue Cross Blue Shield of Vermont

(BCBSVT) and Kaiser/Community Health Plan (Kaiser/CHP), which,
together, accounted for 78 percent of the private insurance market in
Vermont at the time parity was implemented in 1998. The first section
describes the effects of parity on the terms and conditions of coverage
for mental health and substance abuse (MH/SA) services. The second
section presents empirical results of the effects of parity on access, use,
and spending for MH/SA services.

Health Plan Responses to
the Vermont Parity Law

A. Effects on MH/SA Coverage
Provisions

1. Pre-Parity Coverage of MH/SA Services

To understand the potential effects of parity
on access, use, and spending, this study first
examined the pre-parity MH/SA coverage
limits and cost-sharing requirements for
BCBSVT and Kaiser/CHP, based on the con-
tracts with the highest enrollment in 1997.1

The two most prevalent plans offered by
Kaiser/CHP in 1997 varied only in the level
of cost sharing ($5 versus $10 per visit).
BCBSVT offered a wide range of contracts
that varied not only in coverage provisions,
but also in the use of managed care for
MH/SA services prior to parity:

• Basic and Comprehensive (Comp):
Indemnity products with fee for service
(FFS) payment of providers and no limita-
tions on the provider network.

• Vermont Freedom Plan (VFP): A pre-
ferred provider organization (PPO) with a
designated provider network. Benefits var-
ied according to whether the plan covered
groups or individuals. In addition, the
VFP individual plan used a carve-out to
manage MH/SA services prior to parity.

• Vermont Health Partnership (VHP): A
point-of-service (POS) plan that relied on
a carve-out to manage MH/SA services.

• The Vermont Health Plan (TVHP): A
health maintenance organization (HMO)
with MH/SA services managed by the
TVHP network.

1 The empirical analysis presented in Section B
includes all contracts, regardless of the level of
enrollment or benefit design.



Act,3 indemnity plans typically set annual or
lifetime benefit limits, while HMOs typically
applied limits on the number of covered
inpatient days or outpatient visits (Buck et
al., 1999). The health plans in Vermont gen-
erally followed this national pattern (see
Table III.1).

Kaiser/CHP provided coverage for up to
30 days of inpatient treatment in psychiatric
hospitals and up to 20 outpatient mental
health visits per year. Similarly, the three
BCBSVT plans that covered MH/SA services
through managed care arrangements—VFP-
individual,4 VHP, and TVHP—set annual
limits on inpatient days (30 to 45 days per
year) and outpatient visits (20 to 30 visits
per year). The BCBSVT indemnity plans
(Basic, Comprehensive, and VFP-group prod-
ucts) typically had annual limits of $5,000
and lifetime limits of $10,000 for mental
health services (inpatient and outpatient
combined). The Basic plan capped allowable
outpatient visits at 50 visits per year in addi-
tion to the dollar ceilings.

Coverage of substance abuse services was
subject to limits on inpatient days and outpa-
tient hours (in compliance with the minimum
benefit mandated by existing state law).
Kaiser/CHP had a limit of 28 inpatient days
per year and 56 inpatient days per lifetime.
All BCBSVT plans similarly had a limit of 28
inpatient days per occurrence and 56 days
per lifetime. The limit on outpatient hours of
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BCBSVT also had an extensive system of
riders that covered MH/SA benefits above
and beyond the standard plan offerings for
an additional premium. However, most peo-
ple enrolled in the top plans of 1997 did not
have a rider for MH/SA services.

a. Variation in Covered Services

As shown in Table III.1, the types of MH/SA
services covered by Kaiser/CHP and 
BCBSVT prior to parity were similar in
many, but not all, respects. Kaiser/CHP cov-
ered inpatient psychiatric care in specialty
and general hospitals, as well as outpatient
therapy (including psychotherapy and med-
ication management). It also covered inpa-
tient and outpatient detoxification and out-
patient substance-abuse counseling. Coverage
for nonhospital residential care and intensive
nonresidential care was approved on a case-
by-case basis.

BCBSVT covered a continuum of mental
health services across all its plans: inpatient
psychiatric care, nonhospital residential serv-
ices, partial/day treatment,2 and outpatient
therapy. Substance abuse coverage consisted
of inpatient and outpatient detoxification,
nonhospital residential services, intensive
nonresidential services, and outpatient coun-
seling. The FFS plans, however, covered
treatment only for alcoholism; the PPO,
POS, and HMO plans covered treatment for
alcohol and other drugs.

b. Variation in MH/SA Benefit Limits

Prior to implementation of the Vermont pari-
ty law and the Federal Mental Health Parity

2 Partial/day treatment is a form of intensive outpa-
tient treatment for MH/SA disorders that require
moderate to high–intensity services. Treatment
includes a minimum of 5 hours per day within a
structured therapeutic milieu (Merit Behavioral
Care Corporation, 1997).

3 The Mental Health Parity Act took effect on
January 1, 1998 (concurrent with Vermont’s parity
law), and prohibited insurers from applying annual
and lifetime dollar limits to mental health benefits
that differed from those applied to general health
benefits. Refer to Chapter I for a comparison of
the terms of the Vermont and Federal parity laws.

4 Prior to parity, the VFP individual plan provided
MH/SA services through a managed care carve-
out, whereas the VFP group plan covered MH/SA
services on an indemnity basis.



ment and coinsurance amounts to control
MH/SA utilization. Typically, the separate
cost-sharing requirements applied to outpa-
tient services; however, the BCBSVT HMO
product (TVHP) had an inpatient copay-
ment of $500 per mental health admission,
while the VFP-group product had a 50 per-
cent coinsurance on both inpatient and out-
patient mental health services.

More common among the managed care
plans—such as Kaiser/CHP, VFP-individual,
VHP, and TVHP—was the practice of a two-
tiered copayment for outpatient visits. The
copayment for the first five visits ranged from
$0 to $10, while the remaining visits (up to
the limit) were $25. The less managed plans
of BCBSVT generally did not have a different
cost-sharing structure for MH/SA services,
relying instead on the same deductible and
office coinsurance rate used for physical
health services (usually 80 percent). The one
exception was the VFP-group product, which
had a 50 percent coinsurance rate for MH/SA
services, compared to an 80 percent coinsur-
ance rate for other services.

2. Changes Brought About by the Vermont
Parity Law

With the introduction of parity in 1998,
Kaiser/CHP and BCBSVT eliminated differ-
ential benefit limits and cost-sharing require-
ments for MH/SA services. For Kaiser/CHP,
the change was relatively straightforward,
resulting in elimination of the 30-day limit
on inpatient days, the 20-visit limit on out-
patient services, and the two-tiered copay-
ment structure for outpatient visits. All
Kaiser/CHP contracts were brought into
compliance with the parity provisions on
January 1, 1998, regardless of the date of
contract renewal. Kaiser executives indicated
that, because few members reached the limit
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substance abuse services was the same for
Kaiser/CHP and BCBSVT plans: 90 hours
per year and 180 hours per lifetime.
Kaiser/CHP officials indicated, however, that
they had no system to manage SA benefits
according to the number of hours and,
instead, tracked the number of visits.

Exclusions or adjustments to the MH/SA
benefit limits were common, and affected
what health plans counted toward the bene-
fit limit prior to parity. For example:

• Major Medical products offered by 
BCBSVT adjudicated inpatient stays at
nonpsychiatric hospitals as medical claims
and, therefore, did not apply such stays to
the mental health dollar maximums.

• Kaiser/CHP and BCBSVT considered 2
partial days to be a “day equivalent” for
inpatient care.

• In determining annual visit counts,
Kaiser/CHP did not count medical man-
agement visits toward the outpatient MH
visit limit and counted group therapy vis-
its as one-half of an outpatient visit.

• Kaiser/CHP did not count MH/SA visits
provided in inpatient settings toward the
visit limit, but BCBSVT counted inpatient
MH/SA visits toward the annual/lifetime
dollar limits.

• Neither Kaiser/CHP nor BCBSVT counted
visits to primary care providers toward the
outpatient visit limit.

These adjustments and exclusions resulted
in variations within and across health plans
in the “effective” limits that members faced
prior to parity.

c. Variation in Cost-Sharing Requirements

In addition to setting dollar and service lim-
its, the two plans used differential copay-
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pre-parity, they did not make major changes
in their approach to care management. Their
philosophy—both pre- and post-parity—was
that resources were limited and the health
plan encouraged treatment planning to
spread the benefit over a longer period of
time (for example, through the use of inten-
sive outpatient treatment as a substitute for
inpatient treatment and group therapy rather
than individual sessions). Following imple-
mentation of parity, Kaiser/CHP officials
reported that they attempted to target inpa-
tient services more efficiently, increasing the
use of step-down and diversion programs to
shorten the length of inpatient stays or to
avoid hospitalization altogether.

BCBSVT phased in the parity provisions
upon contract renewal, beginning with con-
tracts renewed on January 1, 1998. With the
introduction of parity, BCBSVT streamlined
the number of benefit packages and rider
options for MH/SA services. The three basic
types of post-parity benefit packages for
MH/SA services included:
1. An unmanaged parity benefit, in which

MH/SA services continued to be paid on
an indemnity basis;

2. A managed parity benefit with in-network
benefits only, in which the MH/SA benefit
was managed through a behavioral health
carve-out; and

3. A managed parity benefit with in-network
and out-of-network benefits, in which the
MH/SA benefit was managed through a
carve-out, and the out-of-network benefits
were subject to separate limits and cost-
sharing requirements.5
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Most members enrolled in the BCBSVT
indemnity products—Basic, Comprehensive,
and VFP-group products—were shifted to a
managed care carve-out for their MH/SA
benefits, although their other benefits con-
tinued to be provided on an indemnity basis.
As discussed in Chapter II, this initially
caused disruption and confusion among
providers and consumers because of a com-
bination of such factors as limited communi-
cation about the change, tight provider net-
works, and aggressive management of the
newly expanded benefit.

B. Effects of Parity on Access, Use,
and Spending

1. Analytic Approach

The adoption of parity in Vermont provided
a “natural experiment” in which to learn
about the effects of benefit changes on
MH/SA access, use, and spending under con-
trasting health plan experiences. Kaiser/CHP
provides a measure of effects within an inte-
grated managed care model before and after
parity, whereas BCBSVT demonstrates effects
in a plan that shifted a large share of mem-
bers from indemnity coverage to managed
care but retained some members in unman-
aged care.

The underlying framework for this analy-
sis was a decomposition of per capita spend-
ing into its component parts: the proportion
of enrollees receiving services (a measure of
access to care), the number of services per

inpatient mental health—25 days annually and 50
days lifetime at 50 percent coinsurance; outpatient
mental health—up to 20 visits annually, subject to
a $5,000 lifetime maximum benefit; inpatient sub-
stance abuse—30 days per occurrence and 60 days
lifetime at 50 percent coinsurance; and outpatient
substance abuse—90 hours per year and 180 hours
lifetime at 50 percent coinsurance.

5 The Vermont parity law does not require out-of-
network benefits to conform to the parity law.
Comp and VFP contracts with an out-of-network
MH/SA benefit covered the following services
when provided by out-of-network providers: 
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user (a measure of intensity of care), and the
spending per unit of service. This decomposi-
tion can be represented as follows:

$/E = U/E * S/U * $/S,
where:
$/E = MH/SA spending per member per

quarter
U/E =number of users per 1,000 enrollees

per quarter (measure of access)
S/U = number of services per 1,000 users

per quarter (measure of intensity of
care)

$/S = spending per unit of service (meas-
ure of payment rate)

This approach was used to quantify the
extent to which parity affected access to
care, intensity of care, and spending for
MH/SA treatment. Refer to Appendix C for
an overview of the data and methods used in
this analysis.

2. Patterns of Access to and Use of Mental
Health Services Before and After Parity

a. Outpatient Treatment

Access to outpatient MH services—measured
by the number of MH users per 1,000 mem-
bers per quarter—increased significantly for
both Kaiser/CHP and BCBSVT enrollees
post-parity. Kaiser/CHP experienced a 6.4
percent increase in the number of outpatient
MH users per 1,000 members per quarter,
while BCBSVT experienced a 7.9 percent
increase (Table III.2). The likelihood of
obtaining MH services increased by 18 to 24
percent as a result of parity.6

The intensity of outpatient MH treat-
ment—that is, the number of MH services
per user per quarter—varied between the
two health plans. Among Kaiser/CHP mem-
bers, the average number of visits per user
per quarter increased slightly (from 3.26 to
3.48 visits). The combined effect of increased
access to and intensity of outpatient MH
treatment led to a 14 percent increase in the
number of outpatient MH visits per 1,000
members per quarter. Relatively few
Kaiser/CHP members received group therapy
as part of their MH treatment before parity,
and the percentage did not change signifi-
cantly after parity. However, the average
number of group therapy visits per user did
increase, suggesting that Kaiser/CHP relied
on group therapy to extend the number of
visits per user post-parity but did not widen
the use of group therapy to a larger share of
the population in treatment.

Among BCBSVT members, there was a 6
percent reduction in the average number of
outpatient services per user. Despite increas-
es in initial access to outpatient services,
there was no change in the overall number
of services per 1,000 members, due to the
reduction in intensity of treatment. The
aggregate reduction in intensity of care was
a function of the shift to managed care. As
shown in Figure III.1, those shifting into
managed care experienced a reduction in the
average number of visits per user per quar-
ter (all else being equal), while those remain-
ing in an unmanaged product experienced a
slight increase in the predicted number of
visits per user. As a result, there was an esti-
mated one-half visit differential during the
quarter parity went into effect (3.4 visits
managed versus 3.9 visits unmanaged).
Thus, parity shifted the average level of use

6 This result was derived from the multivariate analy-
sis and is based on the odds ratio signifying the
independent effect of parity on the probability of
obtaining outpatient MH services. See Appendix C
for the complete multivariate results (Appendix
Tables C.1 and C.2).



Table III.2: Access to and Use of Mental Health Services by Members of
Two Vermont Health Plans: 1996–1999

Mental Health (MH) Services Before After Percent 
Parity Parity Change

Kaiser/Community Health Plan (Kaiser/CHP)

Number of MH users per 1,000 members per quarter
Any MH services 19.28 20.53 6.5 **
Inpatient/residential MH services 0.34 0.21 –38.2 **
Partial MH services 0.08 0.14 75.0
Outpatient MH services 19.24 20.48 6.4 **

Number of MH services per user per quarter
Inpatient/residential MH days 10.72 11.23 4.7
Partial MH days 8.27 5.96 –27.9
Outpatient MH visits 3.26 3.48 6.5 **

Number of MH services per 1,000 members per quarter
Inpatient/residential MH days 3.98 2.51 –36.9
Partial MH days 0.80 1.16 45.0
Outpatient MH visits 62.62 71.62 14.4 **

Percentage of outpatient MH users receiving group therapy 5.0% 4.1% –18.9
Average number of group therapy visits per user 3.49 4.81 38.1 ***

Blue Cross Blue Shield of Vermont

Number of MH users per 1,000 members per quarter
Any MH services 31.13 33.57 7.8 ***
Inpatient/residential MH services 0.23 0.40 73.9 **
Partial MH services # 0.07 — ***
Outpatient MH services 31.09 33.54 7.9 ***

Number of MH services per user per quarter
Inpatient/residential MH days 8.97 7.70 –14.2
Partial MH days # 7.65 — ***
Outpatient MH visits 5.06 4.73 –6.4 ***

Number of MH services per 1,000 members per quarter
Inpatient/residential MH days 1.99 3.18 59.8 *
Partial MH days # 0.75 — ***
Outpatient MH visits 156.79 159.43 1.7

Percentage of outpatient MH users receiving group therapy 3.4% 3.5% 5.1
Average number of group therapy visits per user 5.70 5.89 3.3

Source: Original analysis of Kaiser/CHP and Blue Cross Blue Shield of Vermont claims/encounter data by Mathematica Policy Research, Inc.

# Less than 0.05

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.
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upward, while managed care exerted a
downward pressure.

These aggregate patterns of use were con-
firmed by examining distributions of the
annual level of use. Among Kaiser/CHP
members receiving any outpatient MH treat-
ment, a higher proportion of users exceeded
the pre-parity 20-visit limit in 1998 and
1999 (Table III.3). In contrast, BCBSVT
members showed no increase in the propor-
tion of outpatient MH users with more than
20 visits. Instead, a growing concentration of
users was noted at the low end of the distri-
bution (10 visits or less).

A similar analysis was conducted on the
subgroup of health plan members with a
primary diagnosis of major depression,
bipolar disorder, or schizophrenia to deter-
mine whether those with a serious mental
condition may have been affected differently
(data not shown). The results paralleled
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those in the general population of outpatient
MH users. Among Kaiser/CHP members,
the intensity of outpatient treatment
increased, with a higher proportion exceed-
ing the 20-visit pre-parity limit (11.9 percent
in 1996 versus 16.4 percent in 1999).
Among BCBSVT members, no significant
change was observed in the level of outpa-
tient use; for example, about one-fourth
received 20 or more outpatient visits both
before and after parity.

b. Inpatient/Partial Treatment

The two health plans exhibited opposite pat-
terns of inpatient/partial treatment following
implementation of parity. Fewer Kaiser/CHP
members received inpatient MH treatment
post-parity, as evidenced by a 38 percent
reduction in the number of users per 1,000
members (Table III.2). The number of days
per 1,000 members did not decline, however,
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Figure III.1: Simulation of the Effects of Parity and Managed Care on the
Average Number of Outpatient Mental Health Visits per User: Blue Cross
Blue Shield of Vermont, 1996–1999



Table III.3: Annual Level of Mental Health Utilization by Members of Two
Vermont Health Plans: 1996–1999

1996 1997 1998 1999

Number of Outpatient MH Visits Percentage of Users

Kaiser/CHP
1–5 60.70 60.80 55.54 56.08
6–10 20.31 22.22 21.32 20.83
11–20 14.97 13.33 16.33 15.32
More than 20 4.02 3.65 6.81 7.78

Blue Cross Blue Shield of Vermont
1–5 41.15 42.09 42.47 43.00
6–10 19.25 20.44 22.36 21.58
11–20 19.80 18.80 19.57 19.07
More than 20 19.80 18.67 15.60 16.36

Number of Inpatient/Partial MH Daysa Percentage of Users

Kaiser/CHP
1–2 7.79 19.09 22.09 9.09
3–7 29.87 32.73 36.05 42.42
8–14 33.77 27.27 30.23 24.24
15–21 12.99 7.27 3.49 6.06
22–30 11.69 12.73 2.33 3.03
More than 30 3.90 0.91 5.81 15.15

Blue Cross Blue Shield of Vermont
1–2 12.12 13.64 13.56 13.56
3–7 31.82 47.73 33.90 37.29
8–14 31.82 25.00 28.81 33.90
15–21 15.15 4.55 11.86 6.78
22–30 1.52 6.82 8.47 5.08
More than 30 7.58 2.27 3.39 3.39

Source: Original analysis of Kaiser/CHP and Blue Cross Blue Shield of Vermont claims/encounter data by Mathematica Policy Research, Inc.

a One day of partial treatment is counted as one-half day of inpatient treatment.

Kaiser/CHP = Kaiser/Community Health Plan; MH = mental health.

as lengths of stay increased slightly (though
not significantly). The distribution of annual
levels of use shed further light on the com-
plex patterns observed in the aggregate analy-
sis (Table III.3). Kaiser/CHP experienced an
increase in the proportion of inpatient users,
with more than 30 inpatient/partial days fol-
lowing implementation of parity, as well as a
growing concentration of inpatient users with
3 to 7 days per year.

For BCBSVT enrollees, access to inpatient
and partial MH treatment increased signifi-
cantly following implementation of parity,

despite the shift of the majority of BCBSVT
members into managed care (Table III.2). The
rate of inpatient users per 1,000 members per
quarter rose steeply, leading to a 60 percent
increase in the number of inpatient days per
1,000 members per quarter. This aggregate
increase in inpatient days was due to
increased access, rather than to increased
intensity. No significant changes were found
in the average number of days per user (Table
III.2) or in the annual level of inpatient MH
use for BCBSVT members (Table III.3).
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(Table III.5). Kaiser/CHP members demon-
strated a noticeable shift in the distribution
of inpatient/partial SA days over the 4-year
period toward shorter stays, especially in the
range of 3 to 7 days. Among BCBSVT mem-
bers, treatment intensity increased, as 10 per-
cent received more than 28 days of inpa-
tient/partial SA treatment in 1999, compared
to 2 percent pre-parity. These data suggest
that BCBSVT (or its managed care carve-out)
first raised the “threshold” for entering treat-
ment and then provided more intensive treat-
ment to fewer patients.

4. Patterns of Mental Health and
Substance Abuse Spending Before and After
Parity

The analyses of access and use present a
complex picture of increased use of certain
types of services and a decreased use of oth-
ers. How did these changes in utilization pat-
terns affect spending for MH/SA services?
Spending is comprised of both health plan
payments and out-of-pocket expenditures.
The analysis shows how both of these spend-
ing components, as well as overall MH/SA
spending, changed following implementation
of parity.

This section first presents data on patterns
of BCBSVT spending for MH/SA services
before and after parity and then imputes the
effects of parity on Kaiser/CHP spending.
The section concludes with a discussion of
the effect of parity on cost sharing for those
with serious mental conditions.

a. Mental Health Spending Patterns

On average, MH spending per BCBSVT
member per quarter was not significantly
different before and after parity (Table III.6).
Moreover, MH spending as a percentage of
total spending did not change following
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3. Patterns of Access to and Use of
Substance Abuse Treatment Before and After
Parity

a. Outpatient Treatment

Access to outpatient SA treatment by Kaiser/
CHP and BCBSVT members declined follow-
ing implementation of parity (Table III.4).
Among those in treatment, however, there
was no significant change in the average
number of outpatient SA visits per user per
quarter. Nevertheless, BCBSVT experienced a
38 percent reduction in the total number of
outpatient SA services per 1,000 members
per quarter post-parity, given the substantial
decline in the level of access. BCBSVT also
relied increasingly on group therapy follow-
ing parity.

b. Inpatient/Partial Treatment

Both health plans experienced large reduc-
tions in access to inpatient treatment follow-
ing parity, coupled with increased access to
partial treatment (although the latter change
did not achieve statistical significance due to
small sample sizes). The likelihood of obtain-
ing inpatient/partial SA treatment dropped
51 percent for Kaiser/CHP members and 34
percent for BCBSVT members.7 The pattern
of inpatient use differed across the two
health plans. Kaiser/CHP members had
shorter lengths of inpatient stays post-parity;
BCBSVT members had longer stays and
higher levels of partial treatment.8

The frequency distributions of annual lev-
els of use confirmed these aggregate findings

7 This result was derived from the multivariate
analysis (see Appendix Tables C.5 and C.6).

8 The multivariate results for Kaiser/CHP suggested
that this decline was due to a secular time trend
independent of the implementation of the parity
law (see Appendix Table C.8).



Table III.4: Access to and Use of Substance Abuse Services by Members
of Two Vermont Health Plans: 1996–1999

Substance Abuse (SA) Services Before After Percent 
Parity Parity Change

Kaiser/Community Health Plan (Kaiser/CHP)

Number of SA services users per 1,000 members per quarter
Any SA services 5.69 4.77 –16.2 ***
Inpatient/residential SA services 0.56 0.18 –67.9 ***
Partial SA services 0.18 0.24 33.3
Outpatient SA services 5.43 4.68 –13.8 ***

Number of SA services per user per quarter
Inpatient/residential SA days 11.19 8.30 –25.8 ***
Partial/intensive outpatient SA days 9.26 8.25 –10.9
Outpatient SA visits 4.29 4.44 3.5

Number of SA services per 1,000 members per quarter
Inpatient/residential SA days 5.70 1.19 –79.1 ***
Partial/intensive outpatient SA days 1.52 1.79 17.8
Outpatient SA visits 23.97 21.08 –12.1

Percentage of outpatient SA users receiving group therapy 35.1% 32.3% –8.0
Average number of group therapy visits per user 6.48 6.26 –3.5

Blue Cross Blue Shield of Vermont

Number of SA services users per 1,000 members per quarter
Any SA services 4.98 3.53 –29.1 ***
Inpatient/residential SA services 0.39 0.18 –53.8 ***
Partial SA services 0.25 0.33 32.0
Outpatient SA services 4.85 3.38 –30.3 ***

Number of SA services per user per quarter
Inpatient/residential SA days 10.45 16.68 59.6 ***
Partial SA days 10.07 19.33 92.0 ***
Outpatient SA visits 4.68 4.59 –1.9

Number of SA services per 1,000 members per quarter
Inpatient/residential SA days 4.21 1.91 –54.6 ***
Partial SA days 2.47 5.18 109.7 **
Outpatient SA visits 23.08 14.24 –38.3 ***

Percentage of outpatient SA users receiving group therapy 18.9% 19.7% 4.3
Average number of group therapy visits per user 5.08 6.44 26.9 *

Source: Original analysis of Kaiser/CHP and Blue Cross Blue Shield of Vermont claims/encounter data by Mathematica Policy Research, Inc.

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
*** Significantly different from zero at the .01 level, two-tailed test.
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implementation of parity, averaging 2.31
percent during both periods. However,
spending by type of service did change sig-
nificantly over the study period. Despite an
increase in outpatient utilization, spending
on outpatient MH services per member per

quarter declined 6.5 percent, and spending
on outpatient MH services per user declined
13 percent—driven by a 10 percent reduc-
tion in average spending per outpatient visit.
The unit cost reduction could be a function
of a changing service mix, as well as of pay-



Table III.5: Annual Level of Substance Abuse Utilization by Members of
Two Vermont Health Plans: 1996–1999

1996 1997 1998 1999

Number of Inpatient/Partial SA Daysa Percentage of Users

Kaiser/CHP
1–2 10.67 16.90 28.21 5.26
3–7 26.67 26.76 35.90 52.63
8–14 30.67 36.62 23.08 26.32
15–21 24.00 11.27 7.69 15.79
22–28 6.67 4.23 2.56 0.00
More than 28 1.33 4.23 2.56 0.00

Blue Cross Blue Shield of Vermont
1–2 8.16 16.00 5.66 7.32
3–7 28.57 36.00 26.42 21.95
8–14 32.65 30.00 41.51 39.02
15–21 20.41 6.00 16.98 19.51
22–28 8.16 10.00 3.77 2.44
More than 28 2.04 2.00 5.66 9.76

Number of Outpatient SA Visits Percentage of Users

Kaiser/CHP
1–5 63.73 59.01 58.15 62.94
6–10 18.03 18.02 17.29 15.88
11–20 11.27 11.71 16.04 13.53
More than 20 6.96 11.26 8.52 7.65

Blue Cross Blue Shield of Vermont 
1–5 46.25 47.15 51.18 51.60
6–10 24.32 22.81 22.05 19.68
11–20 16.82 14.07 16.14 18.09
More than 20 12.61 15.97 10.63 10.63

Source: Original analysis of Kaiser/CHP and Blue Cross Blue Shield of Vermont claims/encounter data by Mathematica Policy Research, Inc.

a One day of partial treatment is counted as one-half day of inpatient treatment.

Kaiser/CHP = Kaiser/Community Health Plan; SA = substance abuse.
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ment reductions negotiated by the carve-out
plan. In contrast to declining outpatient
costs, combined spending on inpatient and
partial MH services doubled.

Relatively few BCBSVT members incurred
health plan payments of $5,000 or more pre-
parity for MH services; and that pattern con-
tinued following implementation of parity
(Table III.7). Over the 4-year period, the pro-
portion of MH users with health plan pay-
ments over $1,000 fell from 26 percent to 20
percent.  A more pronounced trend was a

growing share of MH users spending between
$101 and $1,000. This may include two
groups of users: (1) those with chronic condi-
tions who received shorter-term psychothera-
py and crisis intervention post-parity; and (2)
new users with less severe conditions who
received a brief course of therapy. Both sce-
narios are consistent with the results of the
descriptive analysis, suggesting that more
BCBSVT members had access to MH treat-
ment post-parity, but users received fewer
services, on average.



Table III.6: Spending for Mental Health and Substance Abuse Services:
Blue Cross Blue Shield of Vermont, 1996–1999

Before After Percent 
Parity Parity Change

Mental Health (MH)

Average MH spending per member per quarter
Any MH services $13.98 $14.25 1.9
Inpatient/residential MH services $1.04 $2.00 92.3 **
Partial MH services # $0.15 — **
Outpatient MH services $12.94 $12.10 –6.5 **

Average MH spending per user per quarter
Any MH services $445.68 $420.81 –5.6
Inpatient/residential MH services $33.74 $59.16 75.3 *
Partial MH services # $4.61 — **
Outpatient MH services $411.94 $357.04 –13.3 ***

Average unit cost per MH service
Average spending per stay $4,246.54 $4,134.16 –2.6
Average spending per day $627.31 $643.95 2.7
Average spending per visit $82.73 $74.16 –10.4 ***

MH spending as a percentage of total spending 2.31 2.31 0.0

Substance Abuse (SA)

Average SA spending per member per quarter
Any SA services $3.80 $2.03 –46.6 ***
Inpatient/residential SA services $1.89 $0.60 –68.3 ***
Partial SA services $0.30 $0.78 160.0
Outpatient SA services $1.61 $0.96 –40.4 ***

Average SA spending per user per quarter
Any SA services $827.25 $600.45 –27.4 *
Inpatient/residential SA services $430.96 $155.40 –63.9 ***
Partial SA services $73.15 $156.88 114.5 *
Outpatient SA services $323.14 $288.16 –10.8

Average unit cost per SA service
Average spending per stay $4,229.63 $3,039.90 –28.1 ***
Average spending per day $468.36 $335.89 –28.3 **
Average spending per visit $74.66 $72.88 –2.4

SA spending as a percentage of total spending 0.37 0.24 –33.7 ***

Source: Original analysis of Blue Cross Blue Shield of Vermont claims/encounter data by Mathematica Policy Research, Inc.

# Less than 0.005 dollars.
—Could not be calculated due to small baseline number. 

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the.05 level, two-tailed test.
*** Significantly different from zero at the .01 level, two-tailed test.
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b. Substance Abuse Spending Patterns

The pronounced reductions in SA utilization
translated into substantial reductions in
spending. Overall, average SA spending per
BCBSVT member per quarter fell by 47 per-
cent, with across-the-board reductions in
spending for both inpatient and outpatient
services (Table III.6). This resulted in a
reduction in SA spending as a percentage of
total spending from 0.37 to 0.24 percent.
Per capita spending reductions were a func-
tion not only of lower rates of access but
also of lower unit costs for treatment.
Among the factors that might account for
lower unit costs are differences in service
mix, case mix, or lower reimbursements
negotiated by the health plan. A more
detailed analysis of the annual level of
spending revealed little change in the distri-
bution of health plan spending per user
(Table III.7).

c. Changes in Health Plan Payments

In the aggregate, quarterly MH/SA spending
declined by about 8 percent, while health
plan payments for MH/SA services increased
by 4 percent (Table III.8). Reductions in con-
sumer out-of-pocket payments drove these
increases in health plan payments. Prior to
parity, health plan payments accounted for
70 percent of MH spending, while consumers
paid for the remaining 30 percent. Following
parity, the health plan share rose to 83 per-
cent as consumer cost-sharing requirements
were brought into compliance with the parity
provisions. The health plan share of SA
spending remained constant at 87 percent.

Health plan payments for MH/SA services
accounted for 2.47 percent of total health
plan payments for all services post-parity, up
from 2.30 percent pre-parity (Table III.8).
This 0.17-percentage-point increase reflected
a 0.26-point increase for MH services and a

Table III.7: Annual Level of Health Plan Payments for Mental Health and
Substance Abuse Services: Blue Cross Blue Shield of Vermont,
1996–1999

Health Plan Payments 1996 1997 1998 1999

Mental Health Percentage of Users

$1–100 18.02 18.25 15.49 15.22
$101–250 19.09 20.78 21.66 22.00
$251–500 18.02 18.14 23.19 23.10
$501–1,000 19.03 17.61 18.74 19.54
$1,001–2,500 18.89 18.35 15.42 14.94
$2,501–5,000 5.73 5.87 3.62 3.18
More than $5,000 1.21 0.99 1.88 2.02

Substance Abuse Percentage of Users

$1–100 13.87 15.29 19.16 16.12
$101–250 23.55 20.39 21.07 22.05
$251–500 18.38 21.17 20.31 16.67
$501–1,000 18.06 14.12 13.41 17.20
$1,001–2,500 14.20 17.25 15.71 16.67
$2,501–5,000 7.75 6.67 6.52 9.14
More than $5,000 4.20 5.11 3.83 2.15

Source: Original analysis of Blue Cross Blue Shield of Vermont claims/encounter data by Mathematica Policy Research, Inc.
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0.09-point decrease for SA services. Overall,
health plan payments for MH/SA services
increased by 58 cents per member per quarter
following the implementation of parity. In
other words, the cost of full parity to BCB-
SVT amounted to about $2.32 per member
per year, or 19 cents per member per month.

Multivariate analysis provided evidence of
the joint effects of managed care and parity
on the level of health plan payments per user
(Figure III.2). Although implementation of
managed care constrained both MH and SA
spending, parity offset this effect for MH
services but not for SA services. Thus, spend-
ing for MH services was highest in an
unmanaged parity environment. In contrast,
spending for SA services was higher pre-
parity, and higher still before the transition
to managed care.

d. Changes in Kaiser/CHP Spending

Estimates of changes in Kaiser/CHP spending
were imputed by applying BCBSVT unit
costs to Kaiser/CHP utilization patterns.9

Based on this approach, overall MH/SA
spending per member per quarter was esti-
mated to have decreased by nearly 18 per-
cent. Furthermore, health plan spending (net
of patient out-of-pocket expenses) was esti-

9 These results should be interpreted with caution
for two reasons. First, Kaiser/CHP unit costs may
differ from those of BCBSVT. Second, out-of-pock-
et spending levels among Kaiser/CHP members
(both pre- and post-parity) may differ from the
aggregate assumptions applied based on BCBSVT
member experiences.  Therefore, these results
should be considered illustrative of the potential
effects of parity on spending for MH/SA services.

Table III.8: Mental Health and Substance Abuse Spending as a Percentage
of Total Spending: Blue Cross Blue Shield of Vermont, 1996–1999

Before After Percent 
Parity Parity Change

Total mental health/substance abuse (MH/SA) 
spending per member per quartera

Mental health $13.98 $14.25 1.9
Substance abuse 3.80 2.03 –46.6
MH/SA combined 17.78 16.28 –8.4

Health plan payments per member per quarter
Mental Health $9.74 $11.87 21.9
Substance abuse 3.30 1.75 –47.0
MH/SA combined 13.04 13.62 4.4

Health plan payments as a percentage of total 
MH/SA spending

Mental health 69.7% 83.3% n.a.
Substance abuse 86.8% 86.2% n.a.
MH/SA combined 73.3% 83.7% n.a.

Health plan payments for MH/SA services as a 
percent of total health plan payments

Mental health 1.98% 2.24% n.a.
Substance abuse 0.32% 0.23% n.a.
MH/SA combined 2.30% 2.47% n.a.

Source: Original analysis of Blue Cross Blue Shield of Vermont claims/encounter data by Mathematica Policy Research, Inc.

a Total spending includes health plan payments and out-of-pocket spending by members (deductibles, coinsurance, and copayments).
n.a. = not applicable.
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Table III.9: Median Out-of-Pocket Payments as a Percent of Total Mental
Health Charges Among Members With a Serious Mental Condition, By
Level of Mental Health Charges: Blue Cross Blue Shield of Vermont, 1996
and 1999

Out-of-Pocket Payments as a Percentage of Total
Mental Health Charges (Median)

Annual Level of Mental Health Charges 1996 1999

$1–$500 50.0 19.3
$501–$1,000 32.0 20.0
$1,001–$2,500 27.1 20.3
$2,501–$5,000 18.4 14.1
More than $5,000 9.0 4.4

*Includes BCBSVT members with a primary diagnosis of major depression, bipolar disorder, or schizophrenia.
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mated to have decreased by about 9 percent
following implementation of parity.10 This
reduction was driven entirely by the decline
in use of SA treatment.

e. Changes in MH/SA Spending for BCBSVT
Members With Serious Mental Conditions

A more in-depth analysis was conducted of
changes in the level of health plan payments
and cost sharing among BCBSVT members
with serious mental conditions (major
depression, bipolar disorder, or schizophre-
nia). This population has the most to gain
from parity, both in terms of higher utiliza-
tion and lower cost sharing. During the
study period, the proportion of users with
health plan payments of $5,000 or more
increased from 3.9 percent in 1996 to 6.0
percent in 1999 (data not shown). At the
same time, the proportion spending more
than $1,000 out-of-pocket decreased from
5.8 to 2.7 percent, as health plans assumed
a larger share of the costs post-parity.
Median out-of-pocket payments for high
users (those with total mental health charges

more than $5,000 per year) declined from
9.0 to 4.4 percent of their total charges
(Table III.9).

Individuals with serious mental conditions
who were relatively low users benefited sub-
stantially from the reduction of cost sharing
(in relation to their total MH charges). For
example, among those with total charges less
than $500 per year, the median out-of-pocket
payment as a percent of total charges
declined from 50 percent to 19 percent, as
the higher coinsurance rate for MH services
was eliminated. Thus, the cost of initiating an
episode of treatment was lower following
implementation of parity.

C. Discussion

The two dominant insurers in Vermont at
the time parity was enacted—BCBSVT and
Kaiser/CHP—offered sharply contrasting
parity-implementation experiences, but gen-
erally similar results. Across both plans, sig-
nificant increases in access to MH services
were observed following implementation of
parity. Parity was associated with an
increased likelihood of obtaining any MH
treatment. Parity also had a positive effect on

10 Due to limitations of the estimation methodology,
the actual savings to Kaiser/CHP may have been
somewhat lower.



higher-severity case mix. As a result of these
changes in patterns of access and use, aver-
age SA spending per BCBSVT member per
quarter was nearly halved after parity.

This analysis revealed that overall spend-
ing for MH/SA services per BCBSVT mem-
ber per quarter declined by 8 percent.
However, due to declines in patient cost-
sharing requirements, BCBSVT assumed an
increasing share of total spending for
MH/SA services. Thus, BCBSVT spending
for MH/SA services rose by 4 percent. On
the basis of this estimate, it is estimated that
the cost of full parity in Vermont amounted
to approximately $2.32 per member per
year, or 19 cents per member per month. As
a percent of total health spending (across all
types of services), the share attributable to
MH/SA services rose 0.17 percentage points,
from 2.30 to 2.47 percent.

Overall MH/SA spending per Kaiser/
CHP member per quarter was estimated to
have decreased by about 18 percent, while
health plan spending decreased by about 9
percent following implementation of parity.
This reduction was driven entirely by the
decline in use of SA treatment by
Kaiser/CHP members.

The analysis of MH/SA spending and uti-
lization during the 2 years after adoption of
parity in Vermont suggests that the initial
costs associated with movement to full parity
were minimal. This is due, however, to large
reductions in SA utilization, and only a mini-
mal expansion of MH utilization above lev-
els covered prior to parity. These findings
reflect the effects of implementing parity for
MH/SA services in a managed care context.
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the average number of outpatient visits per
user within the two health plans.

However, these aggregate results do not
mean that all health plan members experi-
enced increases in outpatient MH access and
utilization following implementation of pari-
ty. For those BCBSVT members who received
their MH/SA benefits through the managed
care carve-out, the effect of parity was offset
by the use of managed care arrangements.
Not only did the likelihood of obtaining out-
patient treatment decline for those in the
managed care carve-out, but also the average
number of visits per user was lower.

Results were mixed across the two health
plans with regard to use of inpatient or par-
tial MH services. Kaiser/CHP members had
a significantly lower likelihood of obtaining
inpatient or partial MH treatment following
parity, suggesting that outpatient MH serv-
ices may have substituted for inpatient treat-
ment. In contrast, among BCBSVT mem-
bers, access to inpatient or partial MH
treatment increased following parity, cou-
pled with increases in outpatient MH treat-
ment noted above.

There is considerable interest in how
Vermont health plans responded to a full-
parity law that includes SA treatment.
Substantial reductions in access to substance
abuse treatment were observed in both
health plans (as measured by the number of
users per 1,000 members), generally accom-
panied by large decreases in the number of
services used per 1,000 members. BCBSVT
members experienced an increase in the
duration of inpatient and partial treatment;
but, given the marked reduction in access to
such treatment, this may have reflected the
targeting of more intensive treatment to a
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IV.

Recognizing that the requirements of mental health/substance
abuse (MH/SA) parity laws may affect small businesses
adversely, the Federal government and 16 States have

exempted small businesses from complying with the provisions of their
parity laws. The Vermont parity law, however, applies to all employers
regardless of size. Employers’ responses to and attitudes toward the
Vermont parity law provide important insights in designing and imple-
menting MH/SA parity laws at the State and national levels. This chap-
ter presents the results of a survey of Vermont employers, which assessed
their awareness of, satisfaction with, and perceptions of the effects of the
Vermont parity law.

Employer Perspectives
on the Vermont Parity
Law

Employer groups, especially those repre-
senting small businesses, tend to oppose
MH/SA parity laws because of concerns
about costs associated with expanded bene-
fits and because they believe a benefit man-
date reduces the level of choice available to
employers in tailoring health insurance cov-
erage to employee needs (U.S. Chamber of
Commerce, 2000; National Association of
Manufacturers, 2001; National Federation of
Independent Business, 2001).

Small businesses are less likely than larger
businesses to offer health insurance coverage.
When they do offer coverage, their premiums
for single coverage tend to be higher than
those paid by larger firms (KFF/HRET 2001).
Moreover, in recent years, smaller firms have
faced greater premium increases than larger
firms (Kaiser Family Foundation and Health

Research and Educational Trust, 2001), even
though small businesses may be less able to
absorb premium increases because of tight
profit margins (National Federation of
Independent Business, 2001).  This evaluation
included a survey of Vermont employers, pro-
viding an opportunity to compare the experi-
ences of small and large businesses in imple-
menting the Vermont parity law.

The survey was conducted from August to
November 2000, more than two years after
implementation of the parity law began.
Findings are divided into four sections:
(1) employer awareness of the Vermont parity
law; (2) their assessment of the effects of the
law to date; (3) their satisfaction with the
law; and (4) their recommendations for
improving the law in the future. Findings are
presented by firm size, which is defined
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familiarity with parity was highest in very
small businesses (fewer than 10 employees).
For example, in firms with fewer than 10
employees, 41 percent of respondents indi-
cated they had not heard of parity; 52 per-
cent of firms with more than 50 employees
did not know about the law.3

Among fully insured employers who had
heard about the Vermont parity law, their
three main sources of information were
health insurance plans (44 percent), the
media (43 percent), and insurance brokers
(33 percent). The Chamber of Commerce,
professional or trade associations, and the
State government each were reported as a
source of information by 12 to 14 percent of
insured employers who had heard of the par-
ity law. The majority of employers (56 per-
cent) reported a single source of information,
but a sizable proportion received information
from three or more sources (23 percent) (see
Table IV.2).

Among fully insured employers in which
someone had heard of parity, about 40 per-
cent responded that management knew most
of what they needed to know about parity;
another 31 percent felt they knew some of
what they needed to know; and 29 percent
indicated they knew almost nothing about

according to four categories: (1) fewer than
10 employees, (2) 10 to 25 employees, (3) 26
to 50 employees, and (4) more than 50
employees. Significance testing was performed
to determine the statistical significance of dif-
ferences between firms according to size.1

Refer to Appendix D for the survey methods
and background information on the charac-
teristics of Vermont employers by firm size.

A. Employer Awareness of the
Vermont Parity Law
The survey measured employer awareness
of the Vermont MH/SA parity law, how
employers learned about the law, how confi-
dent they were that they understood the law,
how they notified employees about the law,
and how well they thought their employees
understood the law. Many employers were
unaware of the law; among those who knew
about it, their self-reported level of under-
standing was relatively low. Moreover, these
employers felt the level of understanding
among their employees was even lower.

1. Employer Knowledge of the Parity Law

Nearly half (46 percent) of the fully insured
employers in Vermont reported that they had
not heard of the Vermont parity law at the
time of the survey (Table IV.1).2 The level of

BCBSVT issued a certificate to the subscriber. (The
State considers such policies as insured by BCBSVT
rather than self-funded by the employer.) For the
purpose of this analysis, businesses that offered
both fully insured and self-insured plans were clas-
sified as fully insured plans, since at least one of
their plans was subject to parity. There were not
enough businesses with both types of plans to per-
form a separate analysis.

3 The interview was conducted with the person who
was most familiar with the parity law. When a
respondent reported that he or she had not heard
about the parity law, the interviewer asked if there
was anyone else in the firm who might be familiar
with it. In such cases, the interviewer called back
to talk to the most knowledgeable person.

1 Firm size is defined as very small (fewer than 10),
small (10 to 25), medium (26 to 50), and large
(more than 50).

2 Fully insured employers purchase coverage for their
employees from an insurance company or health
plan. Employers who are self-insured, or self-fund-
ed, pay the claims directly (or under an arrange-
ment with an administrative-services-only contract).
Most self-insured plans were exempt from the
Vermont parity law due to the Federal preemption
under ERISA, although they were subject to the
more limited requirements of the Federal parity law.
However, self-insured plans administered by Blue
Cross Blue Shield of Vermont (BCBSVT) were not
exempt from the Vermont parity law because
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ed to know, ranging from 56 to 58 percent
of the very small and large businesses to 67
to 70 percent of the small and medium-
sized businesses.4

2. Employee Knowledge of the Parity Law

Among the fully insured employers that had
heard about parity, most notified their
employees about the parity law following its
implementation in 1998 (or upon renewal of
the insurance contract). Only 7 percent indi-
cated they had not notified their employees
about parity (data not shown). Of those who
notified employees, nearly two-thirds indicat-
ed they had issued a written notification
about the benefit changes and nearly half
conducted meetings with employees (see
Table IV.3).

When asked about their employees’ under-
standing of parity, employers reported a
lower level of awareness of parity among
their employees than among management: 
41 percent reported that their employees
knew almost nothing about the parity law
(Table IV.1). (There were no significant dif-
ferences by firm size.) Employers’ percep-
tions of the lack of knowledge of the parity
law among consumers were consistent with
anecdotal reports gathered during the case
study, which indicated that many consumers
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parity (Table IV.1). The level of knowledge
was highest at the two extremes of firm size:
56 percent of the large firms and 42 percent
of the very small firms reported that their
management knew most of what they need-
ed to know about the parity law, in contrast
to 31 to 33 percent of small and medium-
sized firms.

Based on employer response, a compos-
ite measure was constructed of the percent-
age of employers with little or no knowl-
edge of the parity law. Overall, these data
suggest that about three-fifths of employers
either had not heard about parity or knew
almost nothing of what they felt they need-

Table IV.3: Approaches Used by
Employers to Notify Employees
About the Parity Law

Type of Notification Percentage of 
Employersa

Written notification 64.6
Employee meetings 46.7
Newsletter 15.4
E–mail 2.3
Union 0.7
Other 3.1

a Includes fully insured businesses where someone had heard of the
parity law.

4 It is possible that this estimate understates the level
of knowledge about parity to the extent that there
were others in the firm who knew about parity but
who were not interviewed during this survey. This
would be especially plausible if the level of knowl-
edge were lower in the large firms, in which there
is greater division of labor for employee benefits,
health insurance purchasing, employee relations,
and other functions. In small firms, however, it is
more likely that the survey would have identified
someone who was knowledgeable about parity,
given the multitude of probes asking to speak with
an individual who was familiar with the parity law.

Table IV.2: Sources of Information
About Parity

Sources of Information Percentage of 
Employersa

Health insurance plan 44.2
Media 42.9
Insurance broker 33.4
Chamber of Commerce 14.4
Professional/trade association 12.6
State government 11.9
Benefit consultant 8.7
Attorney 6.6
Another company 3.4
Vermont business roundtable 2.8
Other 8.7

a Includes fully insured businesses where someone had heard of the
parity law.



effect (as of January 1, 1998 or upon con-
tract renewal). Employer responses were dis-
aggregated by firm size. In addition, results
are presented separately for fully insured ver-
sus self-insured businesses, since the latter
were not subject to the parity provisions. To
gauge the role of parity in bringing about the
reported changes, fully insured businesses
were asked to assess the effect of the parity
law on any changes that they reported.

1. Effects on Health Care Costs

An underlying driver of employer responses
is the actual or anticipated effect of parity on
health care costs. Nine out of 10 employers
reported that their health insurance premi-
ums had increased since parity went into
effect (Table IV.4). Fully insured businesses
were more likely than self-insured ones to
report premium increases (93 percent versus
83 percent). Of the fully insured businesses
reporting premium increases, one-third indi-
cated the parity law was not a reason, and
nearly half (47 percent) did not know
whether parity was a contributing reason.
Only 12 percent indicated parity was a main
or important reason, and the remaining 9
percent reported it was one of many reasons.

Employers were asked to report the single
most important factor contributing to
increased premiums (see Table IV. 5).5
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were unaware of parity following its imple-
mentation (see Chapter II).

B. Employers’ Perceptions of the
Effects of the Parity Law
The analytic framework presented in
Chapter I hypothesized that Vermont
employers and employees could be affected
in various ways following implementation of
an MH/SA parity law. First, employers may
experience premium increases from insurers
to cover the estimated cost of increased
access and utilization. In response, they may
decide to discontinue health insurance cover-
age altogether or switch from fully insured
plans to self-insured products that are
exempt from parity. Alternatively, employers
may opt to pass all or part of the premium
increases on to employees in the form of
higher premium contributions or lower
wages (which could result in reduced
employee participation).

In addition, to control costs, employers
may change the mix of products they offer
or introduce managed care for MH/SA
services. Moreover, employers may attempt
to avert cost and utilization increases by
contracting with employee assistance plans,
or they may screen for higher risks by initi-
ating drug screening among job applicants
or current employees. Employers also may
decide to monitor their health care costs
and utilization more intensively, so they
can be proactive in the future. Finally,
employers may enjoy certain benefits from
parity to the extent that employees gain
access to needed MH/SA services. In such
cases, productivity may increase and absen-
teeism may decrease.

This section presents descriptive informa-
tion on employers’ perceptions of changes
that have taken place since parity went into

5 Specifically, the survey asked: “Was it increased
utilization, cost-of-living adjustments, changes in
types of health insurance plans offered, or anoth-
er factor?” Nearly half of the initial responses
were coded as “other,” and a verbatim response
was recorded. Where possible, these open-ended
responses were recoded into the specified cate-
gories, and two additional categories were creat-
ed: costs in general and government regulation.
In addition, the category called “changes in types
of health insurance plans offered” was expanded
to include changes in the Vermont health insur-
ance market. 
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to report that increased utilization of
MH/SA services was a factor in increased
costs (data not shown).

• Changes in the Vermont Insurance
Market. Eighteen percent attributed
recent changes in premiums to changes
in the Vermont health insurance market,
especially reduced competition resulting
from health plan exits. For example, one
employer responded: “[there is] no com-
petition for health care [insurance] in
Vermont, so they can raise it as high as
they want.” Others reported that premi-
ums increased due to requirements for
community rating of products sold in
Vermont’s small-business market (which
applied to Vermont firms with 50 or
fewer employees). Businesses with 50 or
fewer employees were more likely to
report that market-related factors were
affecting their premiums than those with
larger numbers of employees.

• Cost of Living Adjustments. Eleven per-
cent suggested that premiums were rising
primarily due to inflation in health care
costs.
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• Costs in General. This was the most com-
mon response—reported by one-third of
the employers that experienced premium
increases. This category includes such
responses as “the insurance company just
raised rates, no explanation,” or “cost of
doing business by the insurance compa-
ny,” or “nothing we did, insurance com-
pany just raised rates.” A few employers
suggested that recent cost increases could
be due to the underwriting cycle: “Hadn’t
increased in four years, then hit us all at
once with [an] increase.” Businesses with
25 or fewer employees (38 to 42 percent)
were more likely to report “costs in gener-
al” than were businesses with more than
25 employees (13 to 20 percent).

• Increased Utilization. The second most
common response, reported by 27 percent
of employers, was increased utilization.
Employers typically cited more than one
type of utilization driving the recent cost
increases, including medical/surgical (21
percent), pharmacy (19 percent), and
MH/SA services (13 percent). Of the
employers reporting increased utilization
as the primary cost driver, fully insured
employers (55 percent) were more likely
than self-insured employers (24 percent)

Table IV.5: Vermont Employers’ Assessment of Factors Contributing to
Premium Increases, by Firm Size, %

Number of Employees

All Fewer More
Firmsa Than 10 10 to 25 26 to 50 Than 50

Total 100.0 100.0 100.0 100.0 100.0
Costs in general 32.7 37.5 42.5 20.0 13.3
Increased utilization 26.6 18.4 15.7 33.8 61.2
Changes in the Vermont insurance market 18.0 23.0 17.2 18.5 7.8
Cost of living adjustments 10.7 9.2 11.7 12.5 10.6
Government regulation 6.0 7.2 5.8 8.0 2.1
Other factors 6.0 4.7 7.2 7.3 5.0

a Includes fully insured and self-insured businesses reporting a premium increase since January 1, 1998.
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went into effect, very few dropped their
insurance coverage—and even fewer
attributed the change to the Vermont pari-
ty law. Of the employers offering insur-
ance coverage as of January 1, 1998, the
date parity went into effect, 1.6 percent
reported that they had dropped their
insurance coverage since that date (data
not shown). However, taking into account
the reasons that employers may drop their
coverage, an even smaller proportion—
0.3 percent—reported that parity was the
main or an important reason for their
decision.6 It is estimated that only 0.07
percent of Vermont employees worked for
employers who said parity was the main
or an important factor in their decision to
discontinue coverage.

3. Changes from Fully Insured to Self-
Insured Coverage

Because self-insured plans were exempt from
the Vermont parity law, employers may have
faced an incentive to switch coverage from
fully insured to self-insured products.
Therefore, to the extent that employers
chose to self-insure as a result of parity, the
law’s effect may have been diminished. As
shown in Table IV.4, 4 percent of Vermont
employers switched one or more of their
plans from a fully insured to a self-insured
product, thereby exempting the self-insured
plan from the requirements of the Vermont
parity law. Because large employers were
more likely to make such a switch, a dispro-
portionate share of employees potentially

• Government Regulation. Six percent
thought the main cost driver was govern-
ment regulation. Employers cited as fac-
tors “State regulation” and “State man-
dates,” including parity.

• Other Factors. The remaining 6 percent
reported other factors or were unable to
attribute the cost increase to a single factor.

Few employers (16 percent) reported that
they had increased their monitoring of health
insurance costs and utilization following
implementation of parity (Table IV.4). Self-
insured firms (30 percent) and large firms
(25 percent) were more likely than their
counterparts to report increased monitoring.
It is unclear, however, whether increased
monitoring among fully insured employers
was attributable to parity, since 78 percent
reported that they did not know the extent
to which parity was a factor.

Looking ahead, 64 percent of fully insured
employers indicated they were “very” or
“somewhat” concerned about the effects of
parity on future health insurance costs (see
Table IV. 6). The remaining 36 percent indi-
cated they were only a little concerned or not
concerned at all. Large businesses were less
likely than other firms to report that they
were very or somewhat concerned about the
effects of parity on health insurance costs in
the future. Specifically, 60 percent of busi-
nesses with fewer than 10 employees, 73 per-
cent of those with 10 to 25 employees, and
65 percent of those with 26 to 50 employees
were very or somewhat concerned, compared
to 49 percent of large businesses (more than
50 employees).

2. Discontinuation of Employer-Sponsored
Coverage

Although most employers reported that
their premiums had increased since parity

6 Due to the small number of employers discontinu-
ing coverage, it is not possible to develop reliable
estimates of their characteristics. 



(Table IV.4). These findings mirror those of
national studies that suggest employers have
not passed on premium increases to employ-
ees as a result of a strong economy and low
unemployment (EBRI, 2001). Large business-
es were more likely than very small businesses
to report that they had passed increased costs
on to employees (51 versus 28 percent). Only
5 percent of fully insured employers (14 per-
cent of 38 percent) reported that parity
played a role in the increased premium con-
tributions by employees.

5. Effects on Employee and Dependent
Participation in Health Plans

In addition to concerns that employers
might drop coverage as a result of parity,
there were concerns that employee participa-
tion might decline if employers shifted
increased costs to employees. The majority
of Vermont employers reported no change in
employee or dependent participation (possi-
bly because most employers did not raise
employee premium contributions, as dis-
cussed above). About 14 percent of employ-
ers reported increased participation among
employees, while 7 percent reported
decreased participation.

About 9 percent of employers reported
increased participation among dependents,

Effects of the Vermont Parity Law 49

were affected—roughly 8 percent of
Vermont employees were employed in firms
that switched from fully insured to self-
insured coverage (data not shown).7

Of Vermont employers who were self-
insured at the time of the survey, 27 percent
had changed at least one of their products
from fully insured to self-insured since
implementation of parity. However, the
majority of these employers (79 percent)
were unable to report whether parity was a
factor in the shift to self-insured plans, while
another 18 percent reported that parity was
not a factor at all. Only 3 percent indicated
that parity was a main, important, or con-
tributing factor.

4. Effects on Employee Premium
Contributions

Although 90 percent of Vermont employers
indicated that they had experienced premium
increases since parity went into effect, only
38 percent indicated that they had increased
employee contributions to premium expenses

Table IV.6: Level of Concern About the Effects of Parity on Health
Insurance Costs in the Future, by Firm Size, %

Number of Employees

All Fewer More
Firmsa Than 10 10 to 25 26 to 50 Than 50

Total 100.0 100.0 100.0 100.0 100.0
Very concerned 27.8 33.6 20.6 31.1 25.2
Somewhat concerned 36.4 26.8 52.3 33.4 23.6
Only a little concerned 20.9 20.0 21.6 15.0 28.8
Not concerned at all 14.9 19.6 5.5 20.5 22.5

a Includes fully insured employers where someone had heard of the parity law.

7 This estimate overstates the proportion of Vermont
employees actually affected by the shift to self-
insured plans, to the extent that some employees
obtained coverage through fully insured products
that continued to be offered or did not take up
health insurance coverage through the employer.



that they changed the number of health plan
choices specifically because of parity.8

Only a few employers reported that they
had shifted any of their insurance coverage
from fee-for-service to managed care. This
might be considered surprising, given that
the largest insurer in Vermont—Blue Cross
Blue Shield of Vermont—carved out MH/SA
services in their indemnity contracts and con-
tracted with a managed behavioral health
organization to administer the benefit coinci-
dent with the implementation of parity. This
likely reflects the fact that employers did not
make the decision nor did they sign a man-
aged care contract; instead, the insurer made
the change.

7. Effects on Other Health-Related
Activities

About 12 percent of Vermont employers
offered an employee assistance program
(EAP) at the time of the survey.9 The likeli-
hood of offering an EAP increased with firm
size, ranging from 3 percent of firms with
fewer than 10 employees to 32 percent of
firms with more than 50 employees (data not
shown).

Since the parity law was implemented,
only about 1 percent decided to add an EAP
benefit, suggesting that employers did not
respond to the parity law by implementing
an EAP to control health care costs (Table
IV.4). Among firms with an EAP, about 10
percent implemented a new requirement that
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while a similar proportion reported
decreased participation. Increased participa-
tion was more likely to be reported by self-
insured businesses.

Among fully insured businesses reporting
a change in employee or dependent partici-
pation, few were able to assess the role of
parity in contributing to increased or
decreased participation. Although it appears
that employers reporting decreased
participation among employees or depend-
ents were more likely to attribute the change,
at least in part, to the parity law, the overall
effect on the fully insured market was very
small. Only about 1 percent of fully insured
employers reported decreased employee par-
ticipation in health plans and cited the parity
law as a main or important reason. About 2
percent of employers reported that parity
had some effect on dependent participation.
Thus, based on employer reports, the magni-
tude of effects attributable to parity is
extremely small.

6. Effects on the Number and Type of
Health Plan Choices

The majority of employers reported that they
did not change the number of health plan
choices offered to employees, nor did they
report changing insurance coverage from fee-
for-service to managed care (Table IV.4).
Eighty-six percent of fully insured employers
indicated that the number of health plan
choices stayed the same. Another 8 percent
increased the number of choices, and 6 per-
cent reduced the number of choices. Only 2
percent of fully insured employers reported

9 Employee assistance programs are designed to pro-
vide counseling and referral services to assist work-
ers with personal problems that may adversely
affect their performance on the job. EAPs generally
address a wide range of problems, including those
related to drug and alcohol abuse and mental
health conditions, as well as marriage and family
issues and financial and legal problems (Zarkin
and Garfinkel, 1994).

8 This estimate is a composite of the percent report-
ing that parity played a role in increasing the num-
ber of health plan choices (13 percent of 8 percent)
plus the percent reporting that parity played a role
in decreasing the number of health plan choices
(24 percent of 6 percent).
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employees must contact the EAP before
obtaining MH/SA services, a requirement sig-
nificantly more likely to be implemented by
fully insured firms (13 percent) than by self-
insured firms (2 percent).

Another possible response to parity would
be to implement drug screening for job appli-
cants, current employees, or both. Drug
screening can deter drug users from applying
or can lead to early intervention for employ-
ees. At the time of the survey, 11 percent of
employers reported that they screened job
applicants; 16 percent screened current
employees. Of these employers, 10 percent
reported that they implemented the require-
ment after parity went into effect (for a mul-
tiplicative effect of about 2 percent of all
employers). Because only a small number of
Vermont employers conducted drug screen-
ing at the time of the survey, there were too
few observations to determine the effect of
parity on the initiation of drug screening
among fully insured businesses.

8. Changes in Other Aspects of the
Business

There is considerable interest in the extent to
which parity may affect such aspects of a
business as the size of its workforce, its pro-
ductivity, or its level of absenteeism. As
shown in Table IV.4, about one-third of
employers reported that the number of

Vermont-based employees increased since
implementation of parity, while about 10
percent reported that the number decreased.
In general, the economy was strong during
this period, which may account for the level
of expansion in the workforce. Slightly more
than one-fourth of Vermont employers
reported increased productivity since imple-
mentation of parity. In addition, a small pro-
portion reported changes in absenteeism (8
percent reported increases and 4 percent
reported decreases). Employers generally
were unable to determine whether parity was
a factor in any of these changes.

C. Employer Satisfaction with the
Vermont Parity Law
More than two-thirds of fully insured
Vermont employers who had heard about
parity indicated that they were satisfied with
the parity law overall; 20 percent were very
satisfied, 50 percent were somewhat satis-
fied, 17 percent were somewhat dissatisfied,
and 13 percent were very dissatisfied. Large
firms (more than 50 employees) were more
likely than other firms to report satisfaction
with the law (Table IV.7).

Vermont employers who reported that
they were “very satisfied” or “very dissatis-
fied” with the parity law overall were asked
what factors motivated their response.
Several common themes emerged from the

Table IV.7: Overall Satisfaction With the Vermont Parity Law, by Firm Size, %

Number of Employees

All Fewer More
Overall Satisfaction With the Parity Law Firmsa Than 10 10 to 25 26 to 50 Than 50

Total 100.0 100.0 100.0 100.0 100.0
Very satisfied 20.1 20.5 18.5 19.8 24.1
Somewhat satisfied 49.6 43.8 55.9 44.7 53.4
Somewhat dissatisfied 17.2 14.2 22.6 20.6 6.7
Very dissatisfied 13.1 21.4 3.0 14.9 15.7

a Includes fully insured businesses where someone had heard of the parity law.



open-ended responses, illustrating their atti-
tudes and perceptions. The 20 percent of
Vermont employers who said they were
“very satisfied” cited the following general
reasons for their high level of satisfaction
with the parity law:

• Because coverage should be equal.
“Finally getting equal treatment with
other illnesses.” “It creates better fairness
[and] more access for more people.” “I
think it’s great; I think mental illness is a
physical condition [and] with drug abuse
it could be attributable to brain disor-
ders.” “I think that people should have
access to treatment; it’s hard enough to
know that they have to have treatment
without having to pay more.” “Mental
health is just as important or even more
so.” “Because I think it’s the right thing
to do; [I] spent years trying to explain
why mental health and substance abuse
services weren’t covered [equally].” “It’s
a good thing; [I’ve] been handling bene-
fits for many years and there used to be
caps and now it’s treated like a medical
problem.”

• Because people need it. “Glad that it is
an option because a lot of people need it
and could not afford it on their own,
more so because of stresses of modern
life.” “I think it is an important part of
people’s life; the coverage is needed for
that.” “Because the services are necessary
and should be mandated.” “[It] provides
services to people who ordinarily would
not get them.” “Part of keeping the per-
son well.”

• Because it will help retain employees or
make them more productive. “I would say
in this line of work, we’ve got to have it.”
“This is an area where our staff needs

support; it’s an asset for us to be able to
provide the coverage in our plan.” “It is
very important to look at mental health
issues to retain employees.”

Among the 13 percent who indicated they
were “very dissatisfied” with the parity law,
the following themes dominated their
responses:

• Because employers should have the choice
whether to cover or not. “Too much con-
trol over choice.” “We are not a socialist
country; we want more choice [and] less
government mandates.” “I should not be
forced to offer it.” “I don’t think it should
be forced on the entire populace of
Vermont.” “Paying for substance [abuse]
... is a person’s choice and you’re paying
for all, whether it is used or not.”

• Because of concerns about costs. “Too
costly.” “The majority pay[s] for the few.”
“It has increased our cost so much, which
causes us to not be able [to offer] the
insurance program we want.”

• Because there was not enough informa-
tion. “How can I be satisfied with some-
thing I know nothing about?”

Vermont employers also were asked to
rate their satisfaction with specific aspects of
the parity law. Table IV.8 displays satisfac-
tion ratings for two types of responses: very
satisfied and somewhat satisfied. On average,
the highest satisfaction rating was given to
the effect of parity on improving employee
access to MH/SA services (79 percent), while
the lowest satisfaction ratings were given to
the availability of information to explain
parity (48 percent) and the effect of parity on
health care costs (47 percent). Employers
reported higher levels of satisfaction with the
availability of information from health plans
to monitor their health care costs and utiliza-
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Table IV.8: Employer Satisfaction With Selected Aspects of the Vermont
Parity Law, by Firm Size, %

Number of Employees

All Fewer More
Firms a Than 10 10 to 25 26 to 50 Than 50

Percentage very satisfied or somewhat 
satisfied with:

Effects of the parity law on improving 
employee access to mental health/substance 
abuse (MH/SA) services 78.9 73.9 83.8 81.5 77.1

Type of information from health insurance 
plan for monitoring costs and utilization 62.2 56.7 ** 67.3 50.7 ** 78.0

Availability of information explaining the
parity law 47.6 34.8 ** 50.1 ** 52.2 ** 80.3

Effects of the parity law on health care costs 47.1 35.0 ** 51.0 53.5 69.3

Percentage very satisfied with: 

Effects of the parity law on improving 
employee access to MH/SA services 27.7 31.7 23.4 30.3 25.1

Type of information from health insurance 
plan for monitoring costs and utilization 11.7 9.0 * 9.4 * 18.4 23.4

Availability of information explaining the
parity law 10.2 5.9 ** 8.1 ** 17.1 26.2

Effects of the parity law on health care costs 12.2 10.8 11.4 19.3 12.7

Percentage somewhat satisfied with: 

Effects of the parity law on improving 
employee access to MH/SA services 51.2 42.2 60.4 51.2 52.0

Type of information from health insurance 
plan for monitoring costs and utilization 50.5 47.6 57.9 32.3 ** 54.6

Availability of information explaining the
parity law 37.4 28.8 ** 42.0 35.1 * 54.2

Effects of the parity law on health care costs 34.9 24.1 ** 39.6 34.2 * 56.6

Source: Mathematica Policy Research Survey of Vermont Employers to Assess the Impact of the Vermont Parity Act.

Note: The survey includes Vermont businesses that were in operation as of January 1, 1998 and that remained in operation as of the time of the sur-
vey (Fall 2000). The survey excluded those that had, on average, fewer than five employees across establishments in calendar year 1999 and
businesses operated by Federal and State government entities. This table is limited to fully insured businesses where someone had heard of
the parity law.

* Significantly different from employers with more than 50 employees at the .05 level, two-tailed test.
** Significantly different from employers with more than 50 employees at the .01 level, two-tailed test.
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tion (62 percent) than with the availability of
general information regarding the parity law.

There were a few variations in employers’
satisfaction ratings according to their size. In
general, large employers tended to report
higher satisfaction ratings. For example, 80
percent of large employers (50 or more
employees) were satisfied with the availability
of information about the parity law, com-
pared to only 35 percent of the very small
employers (fewer than 10 employees). Further,
large employers were more likely than smaller
companies to report that they were satisfied
with the availability of information about
health care costs (78 percent versus 57 per-
cent). Finally, 69 percent of the large employ-
ers, but only 35 percent of the very small
employers, reported satisfaction with the
effects of parity on their health care costs.

D. Employer Recommendations for
Improving the Parity Law
Employers were asked how to improve the
parity law in the future. About one-fourth of
the fully insured businesses that had heard
about parity made a suggestion for improv-
ing the parity law. By far, the most common
response was that employers needed more
information on the parity law—both for
themselves and for the public. Illustrative
responses included:

• Increase employer education. “Get out
more information to companies so people
could understand it better.” “Let business
owners know what the services are.”

• Increase public education. “Get more
information out to the public.” “More
public information that these conditions
should be treated as a physical condition;
it’s as important as cancer.” “More people
need to become aware.”

Others suggested that there is not enough
information about the costs of parity to
insurers and employers. For example:

• Increase information about costs. “Give
us more information on the law and what
it will cost us.” “Make it a real number in
insurance so I know how much money we
are talking about.” “Does the law affect
our premiums?” “I think the insurance
should be required to disclose the utiliza-
tion and costs related to services before
they are allowed to raise rates, and they
should not be allowed to hide the profit
under administration and operating
[expenses].”

Other employers had specific suggestions
for improving the administration of MH/SA
parity benefits. Some, for example, recom-
mended that more attention be paid to how
employees gain access to services:

“Some people complain about the road-
blocks that are placed upon them to get
services.”

“[Our] current insurance company does
not deal with mental health providers
employers already [were] dealing with.
All mental health providers were not
listed in their contracts.”

“Guidelines need to be very well
defined. Some people take advantage
of the system.”

One employer cited the complexity that
employers with businesses in multiple states
faced: “There should be consistent policies
for all states; makes it hard for employers
with employees in different states.... Expense
for employers [is] prohibitive and to keep
each state straight is difficult.”

Only a few employers expressed such dis-
satisfaction that they recommended that the
parity law should be optional or should be
repealed altogether. For example, one felt it
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tive to other factors. The survey further sug-
gests that parity was not one of the primary
cost drivers in recent health insurance premi-
um increases. To the extent that employers
were able to report on the factors influencing
premium increases, evidence suggests that
employers attributed utilization increases pri-
marily to medical/surgical and pharmacy
services, not MH/SA services.

Perhaps the most striking finding to
emerge from this analysis is the limited
knowledge among Vermont employers of the
parity law in general and its effects in partic-
ular.10 About half of the fully insured
employers in Vermont had not heard about
parity; and even among those that had,
respondents indicated that their level of
understanding was relatively low. This is sur-
prising, given the level of attention typically
focused on parity issues among employer
groups at the national and State levels.
Nevertheless, evidence suggests that employ-
ers currently want to know more about pari-
ty—the majority of employers expressed dis-
satisfaction with the level of information
available about the law. The most common
recommendation made by employers was for
increased education about the law.
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was “not the same as any illness,” while
another stated that “options should be avail-
able only to those who want them and
should not be required.”

E. Discussion
This analysis has shown that the majority of
Vermont employers were at least somewhat
satisfied with the parity law overall and that
they were particularly satisfied with the
prospect of parity to increase their employ-
ees’ access to MH/SA services. Employers’
concerns, however, centered on the possible
effects of parity on health care costs; nearly
two-thirds indicated that they were very or
somewhat concerned about the effects of
parity on health care costs in the future.

Little evidence suggests the parity law had
any significant effects on the Vermont insur-
ance market. The survey indicated that
Vermont employers did not drop their insur-
ance coverage or self insure as a result of
parity. Of the employers offering health
insurance coverage as of January 1, 1998,
the date the parity law went into effect, 0.3
percent (accounting for 0.07 percent of
Vermont employees) reported dropping their
coverage and cited parity as a main or
important reason for that decision. About 4
percent of Vermont employers—which
employed 8 percent of Vermont employees—
switched one or more of their plans to a self-
insured product since the implementation of
parity. It is not possible, however, to attrib-
ute this trend to parity alone since employers
were unable to report the role of parity rela-

10 On the other hand, it is possible that the level of
knowledge about parity was understated among
employers. The survey took place more than 18
months after the parity law went into effect; thus,
it is possible that awareness was heightened during
the period of early implementation—particularly
when advocacy efforts led to increased public edu-
cation and proactive response by BCBSVT to
address transition problems. 
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Findings from this study reflect experi-
ences during the first two to three years of
parity in Vermont. It is possible that a longer
study period might yield different results,
especially as the effects of managed care
transitions stabilize. This study also is limited
to a single State, and the results may not be
generalizable to other States in which the
mix of providers or services differs.

A. Summary of Major Conclusions

1. Parity Did Not Cause Employers to Drop
Coverage or Switch to Self-Insured Products

The survey of Vermont employers revealed
that employers did not drop health insurance
coverage in response to parity. Of the
employers offering insurance coverage when
parity went into effect (January 1, 1998),
just 0.3 percent (accounting for 0.07 percent

of Vermont employees) reported dropping
coverage because of parity. This result is
consistent with evidence that, within the
timeframe of this study, parity did not have
a sizable effect on health plan spending for
MH/SA services.

Similarly, there was no evidence that a
significant number of employers chose to
self-insure to avoid the parity mandate.
Since the implementation of parity, about
4 percent of Vermont employers (account-
ing for about 8 percent of Vermont
employees) switched one or more of their
health plans to a self-insured product.
However, only 3 percent of those who had
switched reported parity as a factor.
Nevertheless, even if parity was not the
driving force in the decision to self-insure,
fewer employees were covered by parity
than might have been anticipated.

Synthesis of
Major Findings

Vermont implemented the Nation’s most comprehensive par-
ity law in 1998, extending full parity to both mental health
and substance abuse (MH/SA) services. This study sought to

determine how the implementation of parity affected major stakeholders:
health plans, employers, providers, and consumers. The evaluation took
a multifaceted approach—including an implementation case study, claims/
encounter data analysis, and employer survey. Much of the analysis
focused on the experiences of two health plans—Kaiser/Community
Health Plan (Kaiser/CHP) and Blue Cross Blue Shield of Vermont
(BCBSVT). Together, these plans covered nearly 80 percent of the
privately insured population at the time parity was implemented.



2. Access to Outpatient Mental Health
Services Improved With Parity

The likelihood of obtaining mental health
services rose between 18 and 24 percent in
the two health plans as a result of parity. The
average number of outpatient visits per user
increased as well. Thus, parity improved
access to and intensity of outpatient mental
health services among many health plan
members in Vermont. However, for BCBSVT
members who received their MH/SA benefits
through the carve-out, the use of managed
care arrangements offset the effect of parity.
For these members, both the odds of obtain-
ing treatment and the average number of
outpatient visits per user declined.

Access to inpatient or partial treatment
fell sharply among Kaiser/CHP members.
There was a 32 percent lower likelihood of
obtaining inpatient or partial MH treat-
ment following parity, as Kaiser/CHP
attempted to target inpatient care more
efficiently, increasing the use of step-down
or diversion programs as an alternative to
hospitalization.

3. Access to Substance Abuse Treatment
Was More Limited After Parity

The likelihood of inpatient or partial sub-
stance abuse treatment was much lower after
the implementation of parity—in Kaiser/CHP,
51 percent lower and in BCBSVT, 34 percent
lower. At the same time, BCBSVT members
experienced an increase in the duration of
inpatient or partial treatment, but given the
marked reduction in access to such treatment,
this may have reflected the targeting of more
intensive treatment to a higher-severity case
mix. As a result of these changes in patterns
of access and use, average SA spending per
BCBSVT member per quarter was nearly
halved after parity.
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4. Spending for Covered MH/SA Services
Declined After Parity

MH/SA spending fell by 8 to 18 percent after
parity was implemented, despite lower con-
sumer cost sharing and higher limits on use
of MH/SA care. Spending includes two com-
ponents: health plan payments and consumer
out-of-pocket payments for deductibles,
coinsurance, and copayments. 

Health plan spending for MH/SA services
rose slightly for BCBSVT, but spending
appears to have declined for Kaiser/CHP. It
is estimated that health plan spending rose
by 4.4 percent for BCBSVT, equal to about
19 cents per member per month ($2.32 per
member per year). BCBSVT spending for
MH/SA services accounted for 2.47 percent
of total health plan spending after parity, up
from 2.30 percent pre-parity. This 0.17 per-
centage point increase reflects a 0.26 point
increase for MH services and a 0.09 point
decrease for SA services. Health plan spend-
ing was estimated to decrease by nearly 9
percent for Kaiser/CHP.

5. Consumers Paid a Smaller Share of Total
Spending for Covered MH/SA Treatment After
Parity

In BCBSVT plans, consumer cost sharing fell
sharply, from 27 percent to 16 percent of
total spending for covered MH/SA services.
The entire gain was on the mental health
side where, pre-parity, consumers had paid
30 percent of the total and post-parity, they
paid 17 percent. The consumer share for SA
services held steady at about 13 percent,
both pre- and post-parity. Consumers bene-
fited from the reductions in cost sharing for
mental health services as a result of parity,
and this may account, at least in part, for the
increased access to and intensity of outpa-
tient mental health services following parity.



6. Managed Care for MH/SA Services Was
an Important Factor in Controlling Costs

Both health plans relied on managed care to
contain the costs of MH/SA services follow-
ing the implementation of parity. The use of
managed care made parity affordable by
shifting the locus of decision making prima-
rily from the demand side (based on con-
sumer cost sharing and coverage limits) to
the supply side (based on the use of provider
networks and medical-necessity criteria).

Both health plans approved only a limit-
ed number of outpatient sessions at one
time and required prior approval and con-
current review for inpatient or partial treat-
ment. Before approving more sessions, both
required providers to set treatment goals
and document progress toward meeting
those goals. 

7. Awareness of Parity Was Relatively Low
Among Consumers

The low level of consumer awareness about
parity also may have affected the growth of
MH/SA access, utilization, and spending. A
strong consensus had emerged among stake-
holders that communication and education
efforts could have been better during the first
year of implementation. Prior to passage of
the parity law, stakeholders were not suffi-
ciently aware of the importance of a well-
defined education and communication effort
for minimizing confusion and disruptions in
service delivery, especially given the coverage
changes made by BCBSVT. There was a sense
that many consumers remain unaware of the
law or their expanded MH/SA benefits.
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B. Concluding Remarks
Vermont stakeholders identified two areas in
which early implementation could have been
improved. First, they recommended a proac-
tive education campaign about parity—with
clear designation of roles and responsibilities
among the various stakeholders—to raise
awareness about parity and avoid confusion.
Such a campaign could have helped con-
sumers and providers develop more realistic
expectations about the effects of the law,
particularly in an environment where the
implementation of parity coincided with a
shift to managed care for MH/SA services
and where consumers and providers had lit-
tle prior experience with managed care.

Second, they recommended proactive
(rather than reactive) strategies to ensure
smooth transitions of patient care when
health plans shift to more tightly managed
provider networks. For example, in response
to initial disruptions of care, BCBSVT
required that its carve-out plan expand the
MH/SA provider network and authorize six
visits to a non-network provider during the
transition. Proactive efforts to ease managed
care transitions may have minimized the con-
fusion and disruptions that occurred.

By all accounts, parity in benefit design
for MH/SA services has been achieved in
Vermont. However, the increased use of
managed care that accompanied implementa-
tion of parity has introduced new issues with
service delivery. As a result, state officials
and legislators have turned their attention to
monitoring the performance of health plans
in delivering MH/SA services.
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VII.

NO. 25. AN ACT RELATING TO
HEALTH INSURANCE FOR MENTAL
HEALTH AND SUBSTANCE ABUSE DIS-
ORDERS.

(H.57)
It is hereby enacted by the General Assembly
of the State of Vermont:
Sec. 1. 8 V.S.A. ~ 4089a(g) and (h) are added
to read:

(g) Members of the independent panel of
mental health care providers shall be com-
pensated as provided in 32 V.S.A. ~ 1010(b)
and (c).

(h) A review agent shall pay a license fee
for the year of registration and a renewal fee
for each year thereafter of $200.00. In addi-
tion, a review agent shall pay any additional
expenses incurred by the commissioner to
examine and investigate an application or an
amendment to an application.
Sec. 2. 8 V.S.A. ~4089b is added to read:
~4089b. HEALTH INSURANCE COVER-
AGE; MENTAL HEALTH AND SUB-
STANCE ABUSE

(a) As used in this section,
(1) “Health insurance plan” means any

health insurance policy or health benefit plan
offered by a health insurer, as defined in 18
V.S.A. ~9402(7). Health insurance plan
includes any health benefit plan offered or

Appendix A: Vermont’s
Mental Health/
Substance Abuse
Parity Law

administered by the state, or any subdivision
or instrumentality of the state.

(2) “Mental health condition” means
any condition or disorder involving mental
illness or alcohol or substance abuse that
falls under any of the diagnostic categories
listed in the mental disorders section of the
international classification of disease, as peri-
odically revised.

(3) “Rate, term or condition” means
any lifetime or annual payment limits,
deductibles, copayments, coinsurance and
any other cost-sharing requirements, out-of-
pocket limits, visit limits and any other
financial component of health insurance cov-
erage that affects the insured.

(b) A health insurance plan shall provide
coverage for treatment of a mental health
condition and shall not establish any rate,
term or condition that places a greater finan-
cial burden on an insured for access to treat-
ment for a mental health condition than for
access to treatment for a physical health con-
dition. Any deductible or out-of-pocket lim-
its required under a health insurance plan
shall be comprehensive for coverage of both
mental health and physical health conditions.

(c) A health insurance plan that does not
otherwise provide for management of care
under the plan, or that does not provide for
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the same degree of management of care for
all health conditions, may provide coverage
for treatment of mental health conditions
through a managed care organization provid-
ed that the managed care organization is in
compliance with the rules adopted by the
commissioner that assure that the system for
delivery of treatment for mental health con-
ditions does not diminish or negate the pur-
pose of this section. The rules adopted by the
commissioner shall assure that timely and
appropriate access to care is available; that
the quantity, location and specialty distribu-
tion of health care providers is adequate and
that administrative or clinical protocols do
not serve to reduce access to medically neces-
sary treatment for any insured.

(d) A health insurance plan shall be con-
strued to be in compliance with this section
if at least one choice for treatment of mental
health conditions provided to the insured
within the plan has rates, terms and condi-
tions that place no greater financial burden
on the insured than for access to treatment
of physical conditions. The commissioner
may disapprove any plan that the commis-
sioner determines to be inconsistent with the
purposes of this section.

(e) To be eligible for coverage under this
section the service shall be rendered:

(1) For treatment of mental illness,
(A) by a licensed or certified mental

health professional, or
(B) in a mental health facility quali-

fied pursuant to rules adopted by the secre-
tary of human services or in an institution,
approved by the secretary of human services,
that provides a program for the treatment of
a mental health condition pursuant to a writ-
ten plan. A nonprofit hospital or a medical
service corporation may require a mental
health facility or licensed or certified mental

health professional to enter into a contract as
a condition of providing benefits.

(2) For treatment of alcohol or sub-
stance abuse,

(A) by a substance abuse counselor
or other person approved by the secretary of
human services based on rules adopted by
the secretary that establish standards and cri-
teria for determining eligibility under this
subdivision, or

(B) in an institution, approved by the
secretary of human services, that provides a
program for the treatment of alcohol or sub-
stance dependency pursuant to a written
plan.
Sec. 3. REPORT

On or before January 15, 1999, the
Department of Banking, Insurance,
Securities, and Health Care Administration
shall report to the general assembly on the
following:

(1) An estimate of the impact of this act
on health insurance costs.

(2) Actions taken by the department to
assure that health insurance plans are in
compliance with this act and that quality and
access to treatment for mental health condi-
tions provided by the plans are not compro-
mised by providing financial parity for such
coverage.

(3) When a health insurance plan offers
choices for treatment of mental health and
substance abuse conditions as provided by 8
V.S.A. ~ 4089b(d), an analysis and compari-
son of those choices in regard to level of
access, choice and financial burden.

(4) Identification of any segments of the
population of Vermont that may be excluded
from access to treatment for mental health
and substance abuse conditions at the level
provided by this act, including an estimate of
the number of Vermonters excluded from
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such access under health benefit plans
offered or administered by employers who
receive the majority of their annual revenues
from contract, grants or other expenditures
by state agencies.
Sec. 4. CONSTRUCTION; TRANSITION-
AL PROVISIONS

(a) The provisions of this bill shall not be
construed to:

(1) Limit the provision of specialized
Medicaid covered services for individuals
with mental health or substance disorders.

(2) Supersede the provisions of federal
law, federal or state Medicaid policy or the
terms and conditions imposed on any
Medicaid waiver granted to the state with
respect to the provision of services to indi-
viduals with mental health or substance
abuse disorders.

(3) Affect any annual health insurance
plan until its date of renewal or any health
insurance plan governed by a collective bar-
gaining agreement or employment contract
until the expiration of that contract.

(b) The rules of the secretary of human
services adopted under 8 V.S.A. ~4089, relat-

ing to eligibility for payment for treatment of
mental illness, and adopted under 8 V.S.A. ~
4099, relating to eligibility for payment for
treatment of alcoholism, shall remain in
effect until the effective date of this act and
thereafter shall be deemed to be the rules
adopted by the secretary under 8 V.S.A. ~
4089b(e), to the extent that they are consis-
tent with the provisions of this act and until
amended or repealed by the secretary.
Sec. 5. REPEAL

8 V.S.A. ~4089 (mental illness) and ~~
4097–4099b (alcoholism) are repealed in
regard to any health insurance plan only
after the provisions of this act take effect in
accordance with Sec. 6 of this act.
Sec. 6. EFFECTIVE DATE

This act shall take effect on passage and
shall apply to any health insurance plan
offered or renewed on and after January 1,
1998.
Approved: May 28, 1997

Source: VT State Legislature home page:
http://www.leg.state.vt.us/docs/1998/acts/
act025.htm
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Appendix B:
The Context for
Vermont’s Parity Law

A. Legislative History
Prior to the enactment of the Vermont pari-
ty law in 1997, State law specified certain
minimum requirements for health insurance
coverage for mental health and alcoholism
services. In 1976, the State required health
plans licensed in Vermont to offer mental
health benefits as an option for purchasers,
including at least 45 days of annual inpa-
tient coverage and $500 of annual outpa-
tient coverage. Outpatient visits were to be
covered at 100 percent of costs for the first
five visits, with at least 80 percent coverage
thereafter. In 1986, the State mandated that
alcoholism benefits include at least 5 days
of detoxification services per occurrence, a
lifetime minimum of 56 days of inpatient
and partial institutional rehabilitation, and
a lifetime minimum of 180 hours of outpa-
tient rehabilitation. The alcoholism benefits
were “subject to the durational limits, dol-
lar limits, deductibles and coinsurance fac-
tors of the basic insurance policy or cover-
age” (Vermont State Legislature, 2000).
Neither of these laws achieved parity
between MH/SA and physical health bene-
fits, nor did they require coverage of other
drug abuse treatment.

Vermont’s mental health and substance
abuse (MH/SA) parity law—known as Act
25—was enacted in 1997, following passage
of a less comprehensive Federal mental
health parity law in 1996.1 Enactment of
Vermont’s parity law was the result of the
efforts of a broad coalition of Vermont
stakeholders who sought to remove the
remaining limits placed on MH/SA cover-
age, including separate outpatient visit or
inpatient day limits and higher deductibles
and coinsurance rates. The Vermont law
also extended parity to substance abuse ben-
efits. Led by the Vermont Association for
Mental Health and other prominent
provider and consumer advocacy organiza-
tions, the Vermont Parity Coalition success-
fully engaged the Vermont business and
health plan communities in the reform
debate, convincing them that the reform
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1 The 1996 Federal parity law applied only to health
insurance sponsored by employers with more than
50 employees. It also only required that annual
and lifetime dollar limits for mental health be
equal to those for physical health coverage. The
law did not eliminate disparities in deductibles,
coinsurance, and visit or day limits for mental
health services, nor did it cover substance abuse
treatment (USGAO, 2000).

This appendix provides background information for the
implementation case study presented in Chapter II. Section A
discusses the legislative history and Section B describes the

market and policy environment in Vermont. This information sets the
context for the implementation of Vermont’s parity law.



would not have substantially adverse
impacts on overall health care costs or pre-
miums (Libertoff, 1999).

The lack of significant anticipated effects
on costs was an important factor in the deci-
sion by the business community not to
strongly oppose passage of the law. An actu-
arial study conducted by Coopers and
Lybrand in 1996 predicted that a compre-
hensive parity law in Vermont would have a
small impact on overall premiums (ranging
from an increase of 1 to 5 percent), particu-
larly for benefits offered in managed care
products (Bachman, 1997). Cognizant of the
potential importance of managed care in lim-
iting the cost impacts, health plan and busi-
ness representatives successfully sought to
ensure that the parity law would allow for
the use of managed care in providing MH/SA
services. In particular, Act 25 states: 

A health insurance plan… may provide
coverage for treatment of mental health
conditions through a managed care
organization provided that the managed
care organization is in compliance with
the rules adopted by the commissioner
that assure that the system for delivery
of treatment for mental health condi-
tions does not diminish or negate the
purpose of [the law].

B. Market and Policy Environment
Vermont’s market for MH/SA services and its
health care policy environment provided a
unique context for the implementation of the
parity law. Prior to the enactment of parity,
MH/SA services were considered to be in
higher demand and in greater supply than in
most other parts of the United States. In
addition, the health insurance market was
highly consolidated, with two major health
plans dominating the private insurance mar-
ket. Because of the State’s small size, leader-

ship and decisionmaking about MH/SA poli-
cies were guided by a relatively small number
of actors who were generally well known to
one another. These characteristics appear to
have contributed to the passage of a compre-
hensive parity law; these characteristics also
appear to have fostered an expeditious, coor-
dinated response to initial implementation
challenges.

1. Demand for and Supply of MH/SA
Services 

During the case study interviews, many stake-
holders contended that, prior to parity, con-
sumers in Vermont valued MH/SA counseling
services and other therapies highly and used
them more frequently than consumers in
most States. Some felt that there was unneces-
sary use of services by the “worried well,”
while others argued that Vermont consumers
were well educated about mental health
issues and understood the importance of
counseling and other services for improving
or maintaining their mental health. For those
with severe mental illness, however, stake-
holders agreed that access was constrained by
financial barriers because of discriminatory
benefit limits for MH/SA services, as well as a
remaining stigma associated with seeking
treatment for MH/SA conditions.

In comparison to other States, Vermont
has a relatively large number of MH/SA
providers—including psychiatrists, psycholo-
gists, licensed social workers, and other types
of MH/SA counselors or therapists who spe-
cialize in treating specific problems or diag-
noses. In 1998, 116 psychiatrists, 360 psy-
chologists, and 1,680 social workers were
practicing in the State, ranking Vermont
fourth among States in the number of psychi-
atrists, first in the number of psychologists,
and tenth in the number of social workers,

Special Report70



on a per capita basis (HRSA, 2000).
Vermont also has several prominent institu-
tional providers of MH/SA services, includ-
ing the Fletcher Allen hospital system, affili-
ated with the University of Vermont, and the
Brattleboro Retreat. 

Despite the relatively high overall supply
and diversity of MH/SA providers, Vermont
was perceived to have significant shortages
in selected specialties, including child psychi-
atrists and specialized inpatient and outpa-
tient programs to treat conditions common
among children and adolescents. A number
of interviewees said that the small, rural
nature of the State presented unique chal-
lenges for recruiting certain types of MH/SA
specialists.

A substantial portion of MH/SA services
is provided through the county mental health
system, especially for consumers without pri-
vate health insurance coverage. These serv-
ices are coordinated and sponsored by vari-
ous State agencies, including the Department
of Developmental and Mental Health
Services and the Office of Alcohol and Drug
Abuse Programs.

2. The Health Insurance Market 

Like most States, Vermont has a highly con-
solidated insurance market. In 1998, about
two-thirds of Vermont’s population had pri-
vate health insurance.2 At that time, two
major health plans dominated Vermont’s pri-
vate insurance market, accounting for about
four-fifths of the privately insured, primarily
through small and large employer group con-
tracts (Table B.1). The larger of the two
plans, Blue Cross Blue Shield of Vermont

(BCBSVT), primarily offered traditional
indemnity health insurance coverage.3 The
second largest plan, Kaiser/Community
Health Plan (Kaiser/CHP), offered a health
maintenance organization (HMO) product
with services provided through a network of
providers. 

The rest of the private health insurance
market consisted of a large number of health
plans with much smaller market shares; no
plan had more than 5 percent. A small por-
tion of people who were privately insured in
Vermont were covered through individual
insurance policies, primarily offered by mul-
tistate carriers. 
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2 In 1998, about a quarter of the privately insured
were covered by self-funded plans offered by
employers or other purchasers not subject to
Vermont’s parity law (BISHCA, 1999).

Table B.1: Market Share of the
Five Largest Health Plans in
Vermont, 1998 and 2000

Percentage of 
Market Share a

Five Largest Health Plans in 1998 90

BCBSVT 46
Kaiser/CHPb 32
The Vermont Health Planc 5
Cigna Health Care 4
Allianz Life Insurance 3

Five Largest Health Plans in 2000 96

BCBSVT 46
MVP Health Plan 26
The Vermont Health Planc 13
Cigna Health Care 6
Allianz Life Insurance 5

Source: Vermont Annual State Supplement: Comprehensive Medical 
Line of Business, 1998 and 2000.

a Market share is calculated based on total earned 
premiums for private health insurance plans in Vermont.

b Kaiser/CHP exited the Northeast Region (including Vermont) as of
March 2000.

c The Vermont Health Plan is an HMO owned by 
BCBSVT.

BCBSVT = Blue Cross Blue Shield of Vermont.

3 BCBSVT markets an HMO product through The
Vermont Health Plan, an affiliated, licensed
HMO.



3. The State Health Policy Environment 

According to most stakeholders, Vermont
has had an activist approach to health policy,
inclined to pursue legislation to improve
access to and quality of health care services
for its residents. Consistent with this orienta-
tion, the State has taken a comprehensive
approach to regulating managed care.
Vermont regulates more areas of managed
care than any other State in the Nation,
despite the fact that most Vermont residents
with private coverage historically have not
enrolled in managed care plans (Families
USA, 1998; Gentry, 1998). Rule 10, for
example, mandated the filing of performance
report cards for HMOs and established qual-
ity standards in such areas as utilization
management, provider network adequacy,
and preventive-service delivery. A separate
regulation established a consumer appeals
process with independent review of coverage
denials for mental health services that
occurred as a result of utilization review. In
addition, reforms in 1992 and 1993 regulat-
ed insurance benefits in the small group and
individual markets, including guaranteed
issue of insurance coverage and community
rating (Hall, 2000). The legislature has
enacted a variety of benefit mandates, includ-

ing coverage of chiropractic services, contra-
ceptive services, maternity length of stay, and
mammography.

Although the State has taken an activist
approach toward health policy reforms, most
stakeholders do not perceive the State as
being overly aggressive in enforcement. The
Department of Banking, Insurance,
Securities, and Health Care Administration
(BISHCA) is charged with overseeing imple-
mentation of the parity law, as well as health
care consumer protection laws. BISHCA
views its role as monitoring health plans’
compliance with relevant laws and ensuring
that the processes mandated by consumer
protection laws are in place to deal with
access or quality problems. Unless major
problems have been identified, the agency
generally does not attempt to intervene in the
daily operations of health plans, the clinical
decisions of providers, or the negotiations or
routine interactions between health plans
and providers. To ensure overall compliance
with the parity law, BISHCA requires insur-
ers to submit rate and form filings that clear-
ly indicate changes in MH/SA coverage and
then tracks these filings for individual health
plans (BISHCA, 1999).
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A. Data Sources
Claims/encounter data were acquired for the
two health plans for dates of service during
the 4-year study period, 1996 through 1999
(2 years prior to parity and 2 years after ini-
tial implementation). In addition, each health
plan provided a membership file, employer
group file, and other supporting documenta-
tion to facilitate the claims analysis. The
claims followed standard UB-92 and HCFA-
1500 formats for inpatient and outpatient
claims, respectively. Diagnoses were coded
with ICD-9 codes, and most procedures were
coded with CPT-4 codes. Member identifica-
tion numbers were encrypted to preserve
confidentiality, and no identifying informa-
tion (such as name, address, or telephone
number) was provided.

B. Study Sample
The analysis was restricted to those who
were continuously enrolled in the health plan

during a given calendar year. The study
group excluded those who were insured
under Medicaid or Federal or State employee
plan contracts because they were subject to
different coverage provisions. Also excluded
were members residing outside of Vermont
and those over age 64 because their primary
coverage was through Medicare.

The study group also was restricted
according to plan or group type. For
Kaiser/CHP, the analytic sample was limited
to those with commercial group coverage
because they dominated the Kaiser/CHP
membership. In addition, the Kaiser/CHP
analytic sample excluded members in self-
insured groups because they were not subject
to the Vermont parity law. In contrast, the
BCBSVT sample included members in self-
insured plans (known as “cost plus”); these
groups were subject to the parity law
because an insurance certificate was provided
to each subscriber. BCBSVT members
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This appendix presents an overview of the approach used to
measure the effect of parity on the mental health and sub-
stance abuse (MH/SA) cost and utilization experience of two

health plans: Kaiser/Community Health Plan (Kaiser/CHP) and Blue
Cross Blue Shield of Vermont (BCBSVT). The first two sections describe
the data sources and study sample, while the third section discusses the
definition of MH/SA claims for analytic purposes. This appendix con-
cludes with an overview of the approach used to conduct the descriptive
and multivariate analyses.

Appendix C: Methods
Used to Conduct the
Claims/Encounter
Data Analysis



enrolled in products that relied on managed
care for MH/SA services prior to parity were
excluded because their claims data were
incomplete. The BCBSVT analysis, therefore,
focused on the three products that shifted
large shares of their members from indemni-
ty to managed care for MH/SA services fol-
lowing the implementation of parity. 

C. File Construction
A person-quarter utilization file was con-
structed for each health plan for a 4-year
period (1996 through 1999). Considerable
effort was devoted to identifying MH/SA
claims using criteria defined by the two
health plans. The goal was to follow—as
closely as possible—the procedures used by
each plan to adjudicate MH/SA claims and to
accumulate the claims against the pre-parity
benefit limits. Health plan officials assisted in
developing plan-specific algorithms that could
be applied to their respective claims data-
bases. Each health plan used some plan-
specific procedure codes for MH/SA services
that were incorporated in the algorithms. 

To identify inpatient MH/SA claims, both
plans relied on revenue and diagnosis codes.
In addition, Kaiser/CHP used admission type
and procedure codes, while BCBSVT used
provider type. Inpatient claims that met the
plan-specific criteria were flagged and classi-
fied as mental health or substance abuse
admissions, based on their primary diagnosis.

For outpatient facility and professional
claims, a combination of procedure codes
and revenue codes were used, as well as spe-
cialty provider type for BCBSVT and billing
area for Kaiser/CHP. Partial hospitalization
claims were flagged separately based on rev-
enue codes. Both health plans counted two
“days” of such treatment as equivalent to
one day of inpatient treatment. Claims for

professional services were also differentiated
according to whether they were provided in
an inpatient setting: BCBSVT counted these
services against the annual and lifetime dol-
lar limit, whereas Kaiser/CHP excluded these
services from the pre-parity visit limit. As
with inpatient claims, all claims that met the
selection criteria as mental health or sub-
stance abuse visits were classified according
to their primary diagnosis. 

Each type of use was quantified in terms
of a dichotomous measure of no use/any use
(0,1) and a continuous measure of the level
of use (visits, days). For BCBSVT, spending
was measured for each type of use in three
ways: “total spending” was defined as the
allowed charge, which included the health
plan payment plus the member payment
(that is, deductible, coinsurance, or copay-
ment); “health plan payment” was defined as
the actual payment by the health plan, net of
member cost sharing; and “patient copay-
ment” was defined as the member payment. 

Reliable spending data were not available
at the claim level for Kaiser/CHP because
much of the care was provided in a staff-
model HMO where providers were salaried
or in a group-model HMO where providers
were capitated. However, aggregate measures
of MH/SA spending were imputed for
Kaiser/CHP based on BCBSVT unit costs.

D. Approach to Descriptive and
Multivariate Analysis
The descriptive analysis provided a snapshot
of pre- versus post-parity levels of access,
use, and spending. Analyses were conducted
separately for mental health and substance
abuse treatment. PROC DESCRIPT in
SUDAAN was used to produce standardized
measures, which controlled for age, gender,
and subscriber status (Shah, Barnwell, &
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Bieler, 1997). Frequency distributions of
MH/SA utilization and spending were also
produced over the 4-year period to track
shifts in the level of annual use following
implementation of parity. This approach
enabled an assessment of the extent to which
health plan members were receiving services
that would have exceeded the pre-parity ben-
efit limits. Analyses were conducted for all
members, with separate analyses for those
with serious mental conditions (major depres-
sion, bipolar disorder, or schizophrenia). 

The multivariate analysis provided a more
rigorous test of the effect of parity. PROC
LOGISTIC was used to test the effect of par-
ity on the probability of use, while PROC
REG was used to examine the effect of pari-
ty on the level of use among those with any
use (SAS Institute Inc., 1999). The multivari-
ate analysis controlled for demographic char-
acteristics, including age, gender, subscriber
status, and county of residence (a proxy for
such local factors as public and private
provider supply). Due to the small number
of observations in seven counties, adjacent
counties were grouped—Caledonia/Essex/
Orleans, Franklin/Grand Isle, and
Windham/Windsor—similar to the catch-
ment areas used for publicly funded services. 

The volume-of-use analyses controlled for
type of MH/SA diagnosis. The MH analyses
included four diagnosis variables: major
depression/bipolar disorder/schizophrenia,
mild/moderate depression, adjustment reac-
tion, and dual MH/SA diagnosis. The SA
analyses included an indicator of dual
MH/SA diagnosis but did not specify the
type of MH diagnosis due to the limited
number of observations.

The multivariate analysis included a
“quarter counter,” ranging from 1 to 16, to
control for secular trends independent of

parity. The BCBSVT analyses also controlled
for the type of plan (Basic, Comp, or VFP)
and whether MH/SA benefits were managed
or unmanaged during the quarter. 

The variable of primary interest was the
parity indicator, which had a value of 1 in
post-parity quarters and a value of 0 in pre-
parity quarters. The coefficient estimates
associated with this variable indicated the
direction and magnitude of the effect of pari-
ty on access, use, and spending (controlling
for individual characteristics, geographic
location, and the secular trend). In addition
to examining the sign and significance of the
parity coefficient, odds ratios were obtained
from the logistic regressions.1 Predicted levels
of use were also computed for selected
dependent variables related to utilization and
spending, where the parity coefficient was
statistically significant. Selected results of the
multivariate analysis were incorporated into
the discussion of the descriptive analysis to
highlight the independent effect of parity.

The complete results of the regression
analyses are presented in this appendix. The
determinants of mental health access and use
are presented first, followed by the determi-
nants of substance abuse treatment.
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1 The odds ratio shows the probability of obtaining
treatment post-parity compared to pre-parity. An
odds ratio of 1 indicates there was no difference in
the probability of obtaining treatment before and
after parity. An odds ratio greater than 1 indicates
that the probability of obtaining treatment was
higher after parity than before parity, while an
odds ratio less than 1 indicates that the probability
of obtaining treatment was lower after parity than
before parity.
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Table C.3: Determinants of the Level of Mental Health Service Use:
Kaiser/CHP, 1996–1999

Log of Number of 
Log of Number of Outpatient Inpatient/Partial Mental 

Mental Health Visits per User Health Days per Usera

Intercept 0.582*** 1.635***
(0.022) (0.220)

Age (40 and over omitted)
18 and under 0.098*** –0.154

(0.017) (0.160)
19 to 29 0.040** 0.095

(0.020) (0.179)
30 to 39 –0.004 –0.101

(0.014) (0.148)
Gender (Female omitted) –0.005 0.189

(0.012) (0.116)
Subscriber Status (Dependent omitted) 0.017 –0.037

(0.013) (0.129)

County (Chittenden omitted)
Addison 0.227*** –0.235

(0.025) (0.216)
Bennington –0.007 0.058

(0.020) (0.196)
Caledonia/Essex/Orleans 0.419*** 0.382

(0.056) (0.723)
Franklin/Grand Isle –0.022 0.011

(0.021) (0.207)
Lamoille 0.212*** –0.398

(0.031) (0.275)
Orange 0.142*** 0.843

(0.053) (0.527)
Rutland 0.040* 0.481*

(0.021) (0.252)
Washington 0.109*** –0.303

(0.028) (0.232)
Windham/Windsor 0.133*** 0.121

(0.015) (0.149)
Diagnosis

Major Depression/
Bipolar Disorder/Schizophrenia 0.349*** 0.384***

(0.015) (0.130)
Mild/Moderate Depression 0.282*** 0.156

(0.014) (0.113)
Adjustment Reaction 0.232*** –0.089

(0.013) (0.110)
Dual Diagnosis (MH/SA) –0.083*** 0.196

(0.032) (0.141)



Table C.3 continued

Log of Number of 
Log of Number of Outpatient Inpatient/Partial Mental 

Mental Health Visits per User Health Days per Usera

Quarter –0.006*** –0.041*
(0.002) (0.024)

Parity (1 = yes) 0.140*** 0.134
(0.021) (0.192)

R-Square 0.067 0.100
F 63.9*** 1.92***
N 17,954 365
Dependent Variable Mean 0.948 1.730

Source: Original analysis of Kaiser/CHP claims/encounter data by Mathematica Policy Research, Inc.

a The dependent variable reflects an inpatient-day equivalence, where two days of “partial” treatment are counted as one day of inpatient treatment.

*Significantly different from zero at the .10 level, two-tailed test.
**Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.
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Table C.4: Determinants of the Level of Mental Health Service Use: Blue
Cross Blue Shield of Vermont, 1996–1999

Log of Number of 
Log of Number of Outpatient Inpatient/Partial Mental 

Mental Health Visits per User Health Days per Usera

Intercept 1.175*** 1.641***
(0.021) (0.273)

Age (40 and over omitted)
18 and under 0.045*** 0.061

(0.016) (0.178)
19 to 29 0.001 –0.258

(0.020) (0.201)
30 to 39 0.073*** –0.028

(0.013) (0.169)
Gender (Female omitted) –0.033*** –0.059

(0.011) (0.126)
Subscriber Status (Dependent omitted) 0.060*** –0.215

(0.012) (0.146)

County (Chittenden omitted)
Addison 0.032 0.665**

(0.022) (0.269)
Bennington 0.010 0.269

(0.020) (0.268)
Caledonia/Essex/Orleans –0.178*** 0.282

(0.021) (0.214)
Franklin/Grand Isle –0.104*** 0.217

(0.027) (0.261)
Lamoille –0.001 0.482

(0.027) (0.397)
Orange –0.093*** 0.108

(0.028) (0.318)
Rutland –0.093*** –0.389

(0.021) (0.300)
Washington –0.032* 0.215

(0.017) (0.207)
Windham/Windsor –0.021 0.288

(0.016) (0.198)
Diagnosis

Major Depression/
Bipolar Disorder/Schizophrenia 0.129*** 0.305**

(0.014) (0.143)
Mild/Moderate Depression 0.227*** –0.063

(0.013) (0.120)
Adjustment Reaction 0.173*** –0.155

(0.012) (0.129)
Dual Diagnosis (MH/SA) –0.013 0.110

(0.043) (0.178)



Table C.4 continued

Log of Number of 
Log of Number of Outpatient Inpatient/Partial Mental 

Mental Health Visits per User Health Days per Usera

Line of Business (VFP omitted)
Basic –0.040*** 0.219

(0.014) (0.162)
Comp 0.001 –0.024

(0.012) (0.150)
Quarter –0.006*** –0.017

(0.002) (0.019)
Managed Care for MH/SA (1 = yes) –0.156*** –0.177

(0.017) (0.189)
Parity (1 = yes) 0.069*** 0.204

(0.020) (0.221)

R-Square 0.025 0.129
F 32.07*** 1.48*
N 28,304 252
Dependent Variable 1.294 1.842

Source: Original analysis of Blue Cross Blue Shield of Vermont claims/encounter data by Mathematica Policy Research, Inc.

a The dependent variable reflects an inpatient-day equivalence, where two days of “partial” treatment are counted as one day of inpatient treatment.

*Significantly different from zero at the .10 level, two-tailed test.
**Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.
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Table C.7: Determinants of the Level of Substance Abuse Service Use:
Kaiser/CHP, 1996–1999

Log of Number of 
Log of Number of Outpatient Inpatient/Partial Substance 

Substance Abuse Visits per User Abuse Days per Usera

Intercept 1.075*** 2.225***
(0.066) (0.180)

Age (40 and over omitted)
18 and under –0.296*** 0.216

(0.059) (0.174)
19 to 29 –0.155*** –0.056

(0.058) (0.227)
30 to 39 0.014 –0.137

(0.043) (0.136)
Gender (Female omitted) 0.014 –0.200*

(0.038) (0.120)
Subscriber Status (Dependent omitted) 0.007 –0.276**

(0.045) (0.130)

County (Chittenden omitted)
Addison 0.127 –0.413

(0.095) (0.326)
Bennington 0.066 0.337

(0.052) (0.237)
Caledonia/Essex/Orleans –0.014 1.398*

(0.197) (0.840)
Franklin/Grand Isle 0.001 0.029

(0.060) (0.211)
Lamoille 0.237** 0.269

(0.105) (0.381)
Orange 0.084 –0.005

(0.170) (0.594)
Rutland 0.063 0.680***

(0.059) (0.197)
Washington –0.207** –0.537

(0.098) (0.336)
Windham/Windsor 0.042 0.276**

(0.058) (0.140)
Dual Diagnosis (MH/SA) –1.101*** –0.327

(0.071) (0.348)

Quarter 0.013* –0.046*
(0.008) (0.026) 

Parity (1 = yes) –0.032 0.032
(0.067) (0.227) 
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Table C.7 continued

Log of Number of 
Log of Number of Outpatient Inpatient/Partial Substance 

Substance Abuse Visits per User Abuse Days per Usera

R-Square 0.116 0.193
F 19.42*** 3.17***
N 2,545 242
Dependent Variable Mean 0.140 1.784 

Source: Original analysis of Kaiser/CHP claims/encounter data by Mathematica Policy Research, Inc.

a The dependent variable reflects an inpatient-day equivalence, where two “partial” days of treatment are counted as one day of inpatient treatment.

*Significantly different from zero at the .10 level, two-tailed test.
**Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.

MH/SA = mental health/substance abuse. 
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Table C.8: Determinants of the Level of Substance Abuse Service Use:
Blue Cross Blue Shield of Vermont, 1996–1999

Log of Number of 
Log of Number of Outpatient Inpatient/Partial Substance 

Substance Abuse Visits per User Abuse Days per Usera

Intercept 1.346*** 2.073***
(0.081) (0.264)

Age (40 and over omitted)
18 and under –0.190*** –0.115

(0.069) (0.211)
19 to 29 –0.131** –0.196

(0.062) (0.202)
30 to 39 –0.032 –0.195

(0.047) (0.171)
Gender (Female omitted) –0.106** 0.007

(0.047) (0.147)
Subscriber Status (Dependent omitted) 0.064 –0.088

(0.051) (0.168)
County (Chittenden omitted)

Addison 0.174* 0.063
(0.096) (0.352)

Bennington –0.009 0.184
(0.08) (0.346)

Caledonia/Essex/Orleans –0.008 0.167
(0.067) (0.264)

Franklin/Grand Isle –0.175* 0.296
(0.096) (0.371)

Lamoille 0.280** –0.011
(0.116) (0.367)

Orange –0.007 0.894**
(0.104) (0.424)

Rutland 0.060 0.221
(0.079) (0.231)

Washington –0.237*** –0.243
(0.067) (0.191)

Windham/Windsor 0.059 0.303
(0.064) (0.212)

Dual Diagnosis (MH/SA) –0.027 –0.196
(0.048) (0.137)

Line of Business (VFP omitted)
Basic –0.003 0.113

(0.054) (0.189)
Comp 0.075 0.128

(0.048) (0.154)



Table C.8 continued
Log of Number of 

Log of Number of Outpatient Inpatient/Partial Substance 
Substance Abuse Visits per User Abuse Days per Usera

Quarter 0.009 –0.037*
(0.007) (0.021)

Managed Care for MH/SA (1 = yes) –0.193*** 0.057
(0.068) (0.225)

Parity (1 = yes) –0.135* 0.617***
(0.075) (0.237)

R-Square 0.047 0.135
F 4.93*** 1.65**
N 2,009 232
Dependent Variable Mean 1.229 1.913

Source: Original analysis of Blue Cross Blue Shield of Vermont claims/encounter data by Mathematica Policy Research, Inc.

a The dependent variable reflects an inpatient-day equivalence, where two “partial” days of treatment are counted as one day of inpatient treatment

*Significantly different from zero at the .10 level, two-tailed test.
**Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.

MH/SA = mental health/substance abuse; VFP = Vermont Freedom Plan. 
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Table C.9: Determinants of Average Health Plan Payments for Mental
Health and Substance Abuse Services per User per Quarter: Blue Cross
Blue Shield of Vermont, 1996–1999

Log of Health Plan Log of Health Plan
Payments per Mental Payments per Substance 
Health Service User Abuse Service User

Intercept 4.918*** 5.678***
(0.028) (0.114)

Age (40 and over omitted)
18 and under 0.065*** –0.277***

(0.022) (0.096)
19 to 29 0.034 –0.132

(0.027) (0.087)
30 to 39 0.071*** –0.144**

(0.017) (0.066)
Gender (Female omitted) –0.022 –0.139**

(0.015) (0.066)
Subscriber Status (Dependent omitted) 0.046*** –0.096

County (Chittenden omitted)
Addison 0.058* 0.101

(0.030) (0.137)
Bennington 0.024 –0.263**

(0.027) (0.112)
Caledonia/Essex/Orleans –0.213*** –0.171*

(0.028) (0.095)
Franklin/Grand Isle –0.113*** –0.246*

(0.035) (0.137)
Lamoille –0.004 0.152

(0.037) (0.168)
Orange –0.165*** –0.239*

(0.037) (0.144)
Rutland –0.095*** 0.065

(0.028) (0.111)
Washington –0.011 –0.218**

(0.023) (0.093)
Windham/Windsor –0.058*** 0.015

(0.021) (0.090)
Diagnosis

Major Depression/
Bipolar Disorder/Schizophrenia 0.251*** —

(0.019)
Mild/Moderate Depression 0.300*** —

(0.017)
Adjustment Reaction 0.262*** —

(0.016)
Dual Diagnosis (MH/SA) 0.245*** 0.323***

(0.056) (0.065)
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Table C.9 continued

Log of Health Plan Log of Health Plan
Payments per Mental Payments per Substance 
Health Service User Abuse Service User

Line of Business (VFP Omitted)
Basic 0.140*** 0.136*

(0.019) (0.075)
Comp 0.213*** 0.178***

(0.016) (0.068)
Quarter 0.002 0.018*

(0.003) (0.009)
Managed Care for MH/SA (1 = yes) –0.350*** –0.275***

(0.022) (0.094)
Parity (1 = yes) 0.171*** –0.202**

(0.026) (0.103)

R-Square 0.043 0.056
F 51.15 *** 5.720 ***
N 26,055 1,944
Dependent Variable Mean 5.289 5.495

Source: Original analysis of Blue Cross Blue Shield of Vermont claims/encounter data by Mathematica Policy Research, Inc.

*Significantly different from zero at the .10 level, two-tailed test.
**Significantly different from zero at the .05 level, two-tailed test.
***Significantly different from zero at the .01 level, two-tailed test.

MH/SA = mental health/substance abuse; VFP = Vermont Freedom Plan. 





Appendix D:
Methods Used to
Conduct the Survey
of Vermont Employers

A. Sample Design
The sample for the Survey of Vermont
Employers was drawn from the
Unemployment Insurance (UI) File main-
tained by the Vermont Department of
Employment and Training (DET). The file
contains all employers who paid unemploy-
ment taxes in Vermont. Since businesses are
mandated to report unemployment taxes
annually, the UI file provided an up-to-date
sample frame. The target population for the
survey was businesses currently in operation
in Vermont, excluding (1) those that had, on
average, fewer than five employees across
establishments in calendar year 1999; (2)
those not in business before January 1, 1998
(when the parity law was enacted); and (3)
Federal and State government entities. 

Employer surveys can be conducted at the
enterprise or establishment level, and the
sampling unit may depend on the objectives
of the survey (Zarkin et al., 1995).1 Because
most insurance decisions typically are made
at the level of the enterprise, the sampling

unit for the Vermont employer survey was
defined as the “Vermont portion of the busi-
ness enterprise.” The DET sampling frame
was used to identify those Vermont establish-
ments associated with each enterprise operat-
ing in Vermont as of December 31, 1999.

The sample was selected using a strati-
fied, simple random sample without replace-
ment of businesses in Vermont enterprises.
The records were divided into three strata:
small (5 to 25 employees), medium (26 to
50 employees), and large (more than 50
employees). Each stratum was then divided
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1 An “enterprise” is the unit representing the entire
corporation, including all divisions, subsidiaries,
and branches. An “establishment” is the physical
location of a single business, which typically pro-
duces a single good or provides a single service. An
enterprise may consist of multiple or single estab-
lishments. According to Zarkin et al. (1995),
“Because multi-establishment enterprises generally
make health insurance decisions for the enterprise
as a whole rather than for individual establish-
ments, enterprise surveys are the most appropriate
source of data for information on the factors affect-
ing the decision to provide health insurance cover-
age and the rationale for designing health plans.”

This appendix describes the methods used to conduct the
Survey of Vermont Employers, including the sample design,
data collection procedures, and analytic approach. This

appendix also presents background information on the characteristics of
Vermont employers and the attributes of employer-sponsored health
insurance coverage in Vermont.



Table D.1: Completed Cases and Response Rates

Large
Type of Enterprise Small (5 to 25) Medium (26 to 50) (More Than 50) Total

Insured
Estimated completes 200 200 200 600
Actual completes 221 225 228 674

Uninsured
Estimated completes 96 20 5 121
Actual completes 106 21 5 132

Total
Estimated completes 296 220 225 741
Actual completes 327 246 233 806
Response rate (percent) 81.5 78.5 82.1 80.7

into seven substrata: six substrata were
formed based on three Standard Industrial
Classification (SIC) codes (retail trade, serv-
ices, and other) and two locations
(Chittenden County and other counties),
and a seventh substratum that included all
local government entities. Thus, 21 substra-
ta were defined for the study.

A total of 1,311 records originally were
designated and separated into three waves.
The goal was to complete 200 interviews
with insured businesses in each of the three
size strata (uninsured businesses would nat-
urally distribute themselves across the strata
as a result of screening for insurance status).
The eligibility rate was projected at 85 per-
cent and the response rate at 80 percent.
However, after fielding two waves, the eligi-
bility rate was much higher than expected
(97.5 percent) and, as a result, the size of
the third wave was reduced, such that a
total of 1,040 records actually were released
for interview: 421 in stratum 1 (small), 326
in stratum 2 (medium), and 293 in stratum
3 (large). 

Altogether, 806 employers completed the
survey (674 insured and 132 uninsured), and
the overall response rate was 80.7 percent.

Across the three size strata, the number of
completed cases and response rates are
shown in Table D.1. 

B. Data Collection Procedures
Interviews were conducted using computer-
assisted telephone interviewing (CATI). Prior
to conducting the interview, pre-field locating
was performed to confirm that the sampled
businesses were still in operation in Vermont,
to verify that sampled businesses were at the
enterprise level, and to identify the appropri-
ate respondent for the survey (defined as the
head of Vermont operations). Contact infor-
mation was verified, and an advance letter
and information packet were mailed to each
employer prior to the CATI interview. In
addition, the survey was publicized to
Vermont employers through stories in local
newspapers and trade magazines and
through an informational Web site. 

The questionnaire included the following
topics: (1) employer eligibility for the survey,
including health insurance status (insured,
uninsured); (2) eligibility for and participa-
tion in employer health plans; (3) characteris-
tics of health insurance coverage; (4) costs of
health insurance coverage; (5) awareness of
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the parity law; (6) effects of the parity law;
(7) satisfaction with parity; (8) concerns and
recommendations about parity; and (9) firm
characteristics. Once an employer had been
determined eligible for the survey, the inter-
viewer identified the respondent who was
most familiar with the Vermont parity law to
conduct the remainder of the interview. 

Uninsured businesses completed two sec-
tions of the instrument—the eligibility
screener and firm characteristics. In addition,
a brief set of questions was administered to
newly uninsured businesses (uninsured since
January 1, 1998) to determine the role of the
MH/SA parity law in their decision to dis-
continue coverage. 

Quality control was performed through-
out the data collection process, including the
use of supervisors and interviewers with
experience on surveys of professionals; a
one-day training session, including general
instruction on data collection procedures and
survey-specific training on the instrument
and the project; consistency checks within
the CATI system; random monitoring by the
project director, survey director, and survey
supervisor; and automated editing for skip
patterns following completion of the survey.

C. Analytic Approach
Weights were developed for analysis, to
adjust for the disproportionate probability of

selection by size of employer. Medium and
large businesses were oversampled, while
small businesses were undersampled. Table
D.2 shows the unweighted and weighted dis-
tributions of responding businesses across
the three strata.

To account for the complex sample design,
SUDAAN software was used to compute the
standard errors for significance testing. Two
types of significance tests were performed: a
t-test for continuous variables and chi-square
test for categorical variables. Unless otherwise
specified, all reported differences are signifi-
cant at the .10 level or higher. 

Most analyses compared employer percep-
tions of, and responses to, parity by the size
of the firm. A measure of firm size was creat-
ed based on the number of permanent full-
time and part-time Vermont employees, as of
December 31, 1999, as reported in the sur-
vey. Four size categories were analyzed:
fewer than 10 (very small), 10 to 25 (small),
26 to 50 (medium), and more than 50
(large). Thus, for the purpose of this analy-
sis, we divided the stratum containing 25 or
fewer employees into two analytic categories
because of the differences in characteristics
and responses of the small and very small
businesses.

Most analyses are performed at the
employer level to ascertain differences in
employer attitudes and responses to parity.
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Table D.2: Unweighted and Weighted Sample Sizes, by Stratum

Unweighted Frequency Weighted Frequency

Stratum Number Percent Number Percent

Total 806 100.0 6,700 100.0
Small (5 to 25) 327 40.6 5,172 77.2
Medium (26 to 50) 246 30.5 815 12.2
Large (More than 50) 233 28.9 713 10.7



In addition, some analyses are presented at
the employee level; that is, they are weighted
by the number of employees in the firm.
These analyses estimate the proportion of
Vermont employees affected by various
changes in employer-sponsored health insur-
ance coverage (such as the percent affected
by the discontinuation of coverage or by the
shift to self-insured coverage). 

D. Background Information on the
Characteristics of Vermont Employers
Because the analysis in Chapter IV focuses
on variations in employer perspectives on
parity according to firm size, this appendix
provides background information on the
characteristics of Vermont businesses by firm
size. The definition of “large business” used
in this survey—more than 50 employees—is
different from that used in many other sur-
veys.2 This analysis focused on businesses
with more than 50 employees, as distinct
from those with 50 or fewer, for two rea-
sons. First, the Federal mental health parity
law (along with many State laws) exempts
businesses with 50 or fewer employees from
compliance. Second, Vermont’s small busi-
ness market is subject to different rating
requirements than companies with more than
50 employees. Moreover, there is substantial
evidence that virtually all businesses with
more than 50 employees offer coverage, but
there is considerable heterogeneity among
smaller firms (KFF/HRET, 2001).

As shown in Table D.3, significant differ-
ences existed in the characteristics of busi-
nesses in Vermont along all dimensions other
than urban/rural location. The vast majority
(83 percent) of Vermont employers repre-
sented in the survey were for-profit enter-

prises; another 10 percent were not-for-prof-
it, and the remaining 7 percent were local
government entities (such as school districts).
Businesses with 25 employees or fewer were
more likely to be for-profit enterprises,
whereas firms with more than 25 employees
included a disproportionate representation of
not-for-profit and publicly owned businesses. 

Among the nongovernmental firms, more
than one-third (37 percent) were associated
with service industries, while about one-
fourth (26 percent) were involved in retail
trade. In general, businesses with 50 or fewer
employees were more likely to specialize in
retail trade, agriculture/forestry/fishing/min-
ing, construction, and wholesale trade, while
large businesses (more than 50 employees)
were more likely to concentrate on manufac-
turing and services.

About 93 percent of businesses were head-
quartered in Vermont, though the likelihood
of having a headquarters outside Vermont
increased with size—18 percent of firms with
more than 50 employees had their center of
operations in another State or even outside
the United States. Large businesses also were
more likely to have a union presence—23
percent of those with more than 50 employ-
ees, versus 2 percent of those with fewer
than 10 employees, employed staff with col-
lective bargaining agreements. 

The vast majority of Vermont firms had
been in operation for more than 5 years,
including 46 percent for 5 to 20 years and
45 percent for more than 20 years. A higher
share of the large firms (79 percent) than
small firms had been in business for more
than 20 years. In general, the self-reported
financial status was stronger in medium and
large firms than in small or very small
firms—21 to 26 percent of firms with 25 or
fewer employees reported that they were in
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2 The KFF/HRET survey, for example, defines large
firms as those with more than 200 workers.
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Table D.3: Characteristics of Vermont Employers, by Firm Size

Number of Employees

Fewer More
All Firms Than 10 10 to 25 26 to 50 Than 50

Total 100.0% 100.0% 100.0% 100.0% 100.0%

Ownership (chi-sq = 49.96*)
For-profit 83.0 86.0 88.2 73.6 65.2
Not-for-profit 9.6 7.7 7.7 14.1 18.7
Local government 7.4 6.4 4.2 12.3 16.1

Type of industry (chi-sq = 51.33*)a

Agriculture, forestry, fishing, mining, 
construction, wholesale trade 17.6 19.2 18.9 16.9 8.3

Manufacturing 11.3 7.5 12.1 12.3 22.4
Transportation, communication, 

utilities 4.2 4.0 3.6 5.3 5.4
Retail trade 26.1 28.3 25.4 27.4 18.3
Finance, insurance, real estate 3.4 4.4 2.3 2.0 4.2
Services 37.4 36.6 37.6 36.1 41.5

Location of headquarters 
(chi-sq = 30.12*)

Vermont 92.9 94.6 95.6 88.0 82.5
Outside Vermont 7.1 5.4 4.4 12.0 17.6

Unionization (chi-sq = 87.94*)
Any unionization 6.7 1.8 5.3 14.1 23.0
No unionization 93.3 98.2 94.7 85.9 77.0

Years of operation (chi-sq = 117.58*)
2–5 9.4 8.3 13.9 6.6 2.7
6–20 45.5 50.3 50.1 39.8 17.9
More than 20 45.2 41.3 36.0 53.7 79.4

Self-reported financial status 
(chi-sq = 31.76*)

Excellent 31.1 24.6 32.3 46.5 38.5
Good 48.0 49.8 47.1 44.2 46.9
Fair or poor 21.0 25.6 20.6 9.3 14.7

Location (chi-sq = 0.34)
Urban 34.1 33.0 35.8 34.0 33.7
Rural 65.9 67.0 64.2 66.0 66.3

Source: Mathematica Policy Research Survey of Vermont Employers to Assess the Impact of the Vermont Parity Act.

Note: The survey includes Vermont businesses that were in operation as of January 1, 1998 and that remained in operation as of the time of the sur-
vey (Fall 2000). The survey excluded those that had, on average, fewer than five employees across establishments in calendar year 1999 and
businesses operated by Federal and State government entities.

a Excludes businesses operated by local governments.
* Distribution by firm size significantly different than what would be expected by chance alone, based on a chi-square test (p < .01).



fair or poor financial status, compared to 9
to 15 percent of firms with more than 25
employees. Finally, two-thirds of Vermont
businesses were located in rural areas (out-
side Chittenden County), and there were no
significant differences in the geographic dis-
tribution by firm size.

E. Characteristics of Employer-
Sponsored Health Insurance Coverage
in Vermont
This section provides background informa-
tion to set the context for the discussion of
the effects of parity on employers, including
the rates and characteristics of employer
offers of insurance coverage and employee
participation; the number and types of
health plan choices offered by employers;
and the extent of employer monitoring of
health care costs.

1. Employer Offers of Insurance Coverage

As shown in Table D.4, three out of four
Vermont employers offered employer-
sponsored insurance (ESI) coverage to their
employees at the time the survey was con-
ducted. The likelihood of offering coverage
increased significantly with employer size,
ranging from 62 percent of employers with
fewer than 10 employees in Vermont to 97
percent among those with more than 50
Vermont employees. Virtually all firms—91
percent—that offered coverage to employees
also offered coverage to their dependents.
However, firms with 25 employees or fewer
were less likely to offer dependent coverage
than firms with more than 25 employees.

Firms offering ESI may restrict coverage
based on the number of hours worked.
Overall, about one-third of Vermont busi-
nesses offered coverage to part-time employ-
ees. Large firms (53 percent) were more like-

ly to offer coverage to part-time workers
than smaller firms (25 to 40 percent).

Firms may require a minimum length of
employment prior to offering coverage to
employees. About two-thirds of Vermont
employers had a waiting period for eligibility,
although the rate was slightly higher among
employers with more than 25 employees.
Only one-fourth of Vermont employers had a
waiting period for preexisting conditions
(PEC); employers with more than 25 employ-
ees were at least twice as likely as smaller
businesses to have a PEC clause.

2. Employee Participation

In addition to finding considerable variation
among firms in whether they offered cover-
age—and to whom they offered coverage—
there was significant variation in the partici-
pation rate among eligible workers (Table
D.4). Across all firms that offered coverage,
the participation rate among eligible workers
was about 72 percent. In other words, nearly
three-fourths of workers who were eligible to
participate in ESI actually obtained coverage.
The participation rate was higher among eli-
gible employees in businesses with more than
50 employees (78 percent) than among
employees in small or very small businesses
(70 to 72 percent). In part, this may reflect
the tendency of employees in small business-
es to obtain coverage through a spouse or
partner who is employed by a larger firm
(Cromwell et al., 1994).

The Vermont Family Health Insurance
Survey provides insights into why some
workers may decline coverage when it is
offered (BISHCA, 2000). By far the most
common reason—reported by 47 percent of
employees who declined coverage—was that
they had obtained coverage through a
spouse’s or partner’s employer. Ineligibility
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Table D.5: Health Plan Choices Offered to Employees in Vermont, by 
Firm Size

Number of Employees

Fewer More
All Firms Than 10 10 to 25 26 to 50 Than 50

Number of health plan choices, %
One 89.2 93.8 94.9 84.6 69.0
Two 7.8 6.3 2.7 11.9 19.6
Three or more 3.0 0.0 2.5 3.5 11.4
Mean number of plans 1.1 1.1 * 1.1 * 1.2 * 1.4

Percentage of employers offering plans
HMO 19.2 21.5 19.5 14.6 17.1
POS 18.6 17.8 17.8 19.9 20.9
PPO 42.0 34.5 * 42.6 * 43.4 * 58.3
FFS 21.2 21.8 14.8 * 28.0 27.8
Unknown 6.2 6.3 7.7 4.7 3.6

Percentage with self-insured plan 15.4 10.4 * 6.6 * 19.4 * 44.6

Source: Mathematica Policy Research Survey of Vermont Employers to Assess the Impact of the Vermont Parity Act.

Note: The survey includes Vermont businesses that were in operation as of January 1, 1998 and that remained in operation as of the time of the sur-
vey (Fall 2000). The survey excluded those that had, on average, fewer than five employees across establishments in calendar year 1999 and
businesses operated by federal and state government entities. This table is limited to insured businesses only.

* Significantly different from employers with more than 50 employees at the .01 level, two-tailed test.

FFS = Fee-for-service indemnity plan; HMO = Health maintenance organization; POS = Point of service plan; PPO = Preferred provider organization.

due to part-time status was reported by 19
percent, while 11 percent reported that they
were ineligible due to a waiting period.
Sixteen percent cited cost as a barrier. 

3. Health Plan Choices Offered by Vermont
Employers

Among employers that offered health insur-
ance coverage, there was considerable varia-
tion in the number and types of health plan
choices (Table D.5). Nearly one-third of
large firms (more than 50 employees) offered
more than one choice, compared to about 5
percent of firms with 25 employees or fewer.

Vermont employers were most likely to
report that they offered their employees a
preferred provider organization (PPO) plan
(42 percent), and less likely to report offering

a health maintenance organization (HMO),
either with or without a point-of-service
(POS) option (38 percent combined). Only
21 percent of employers offered a traditional
fee-for-service, or indemnity, option. There
was no significant variation by employer size
in the percentage that offered a managed
care plan (HMO or POS), but large employ-
ers were more likely to report that they
offered a PPO plan. These data mirror
national trends in two respects—the entry of
managed care into the small group market
(Jensen et al., 1997) and the strong emer-
gence of PPOs, as “heavier” forms of man-
aged care retreat (Gabel et al., 2001).

To the extent that most employers offered
only one health plan, many employees could
not choose an alternative health plan follow-
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ing implementation of parity. Moreover,
when that one plan was a managed care
plan, network composition or care manage-
ment strategies may have affected the choice
of providers and accessibility of care. Among
businesses that offered only one plan, there
were significant differences by firm size in
the type of health plan offered. Businesses
with 50 employees or fewer were more likely
to offer a managed care plan (HMO or POS)
as the only option, while large businesses
(more than 50 employees) were more likely
to offer a PPO plan as the only option (data
not shown). 

Approximately 15 percent of Vermont
employers reported that they provided health
insurance through a self-insured plan at the
time of the survey (Table D.5). Large busi-
nesses were three times more likely to offer
at least one self-insured plan. Thus, 30 per-
cent of employees were employed by firms
offering only a self-insured plan, while 12
percent were in firms with a choice between
fully insured and self-insured plans (Table
D.6). This means that, because self-insured
plans are exempt from Vermont’s parity law,
nearly one in three Vermont employees
worked for insured businesses that were
beyond the reach of the Vermont MH/SA
parity law. 

4. Employer Monitoring of Health Care Costs
The majority of Vermont employers reported
that they monitor their health care costs at
least once or twice a year or upon contract
renewal (Table D.7). The frequency of moni-
toring varied by firm size, however. Large
firms were more likely to monitor their
health care costs at least quarterly, while
other firms were more likely to report that
they never monitored their costs. 

About half of Vermont employers relied
on outside sources for monitoring,
although the likelihood of using an outside
source was about twice as high among the
large firms (77 percent) as among the very
small firms (39 percent). Among those
using outside sources to assist in monitor-
ing, the most common sources were insur-
ance brokers (57 percent), benefits consult-
ants (24 percent), and health plans (23
percent). Firms of all sizes relied most often
on insurance brokers, although other dif-
ferences were observed by firm size. Large
firms were more likely than very small
firms to hire benefits consultants (37 versus
16 percent) and more likely to rely on
health plans or third-party administrators
(30 versus 12 percent). Very small business-
es were more than three times as likely to
call on trade or professional associations,
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Table D.6: Distribution of Vermont Employees With Employer-Sponsored
Health Insurance Coverage, by Type of Plan Funding

Number of Vermont
Employees in Insured

Type of Plans Offered Businesses Percentage of Total

Total 201,059 100.0
Fully insured plans only 116,950 58.2
Self-insured plans only 60,023 29.9
Both fully and self-insured plans 24,086 12.0



Table D.7: Variation in Health Care Costs and Cost-Monitoring Activities,
by Firm Size, %

Number of Employees

Fewer More
All Firms Than 10 10 to 25 26 to 50 Than 50

Frequency of Monitoring 
(chi-sq = 34.83****)

Four or more times yearly 16.9 14.1 14.4 12.8 33.7
One or two times yearly 57.8 58.4 60.7 60.0 47.4
Monitors at contract renewal 

or other time 13.0 13.0 12.5 16.7 10.6
Never 8.2 11.9 6.6 6.5 3.9
Unknown 4.2 2.7 5.9 4.1 4.5

Percentage Using Outside Sources 
for Monitoring 53.4 38.6 *** 56.7 *** 58.0 *** 76.8

Sources of Help in Monitoring
Insurance broker 57.2 53.4 61.6 62.4 * 51.0
Benefits consultant 23.8 16.0 *** 19.4 *** 28.8 36.7
Health plans 22.7 11.8 ** 25.5 24.7 30.2
Trade or professional association 13.2 24.0 ** 10.8 9.4 6.7
Business consultant 7.9 7.9 13.0 2.8 3.2
Other 2.1 2.8 0.4 4.2 2.8

Percentage of Health Care Costs 
Attributable to MH/SA Services 
(chi-sq = 119.97****)

None 23.1 30.3 26.0 18.0 3.1
1–5 6.0 5.1 5.7 5.1 10.2
6–10 1.9 0.9 0.9 2.9 5.8
More Than 10 1.6 0.8 1.2 0.0 6.4
Unknown 67.3 63.0 66.3 74.0 74.5

Change in MH/SA Costs Over the 
Past 3 Years (chi-sq = 8.51)

Increased 18.1 14.5 18.5 19.1 25.4
Decreased 0.9 0.9 0.9 0.9 0.9
Stayed the same 40.9 41.3 44.0 35.9 38.0
Unknown 40.1 43.4 36.6 44.1 35.6

Source: Mathematica Policy Research Survey of Vermont Employers to Assess the Impact of the Vermont Parity Act.

Note: The survey includes Vermont businesses that were in operation as of January 1, 1998 and that remained in operation as of the time of the sur-
vey (Fall 2000). The survey excluded those that had, on average, fewer than five employees across establishments in calendar year 1999 and
businesses operated by Federal and State Government entities. This table is limited to insured businesses only.

* Significantly different from employers with more than 50 employees at the .10 level, two-tailed test.
** Significantly different from employers with more than 50 employees at the .05 level, two-tailed test.
*** Significantly different from employers with more than 50 employees at the .01 level, two-tailed test.
**** Distribution by firm size significantly different than what would be expected by chance alone, based on a chi-square test (p ~ .01).
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many of which sponsored association plans
for small businesses in Vermont (24 versus
7 percent).

Despite these efforts to monitor health
care costs periodically—often with the assis-
tance of outside sources—few employers
were able to estimate what percentage of
their health care costs were attributable to
MH/SA services. Between 78 and 93 percent

of firms reported that the share of costs
attributable to MH/SA services was either
zero or unknown. A sizable proportion—
about 40 percent—were unable to report the
direction of the change in costs attributable
to MH/SA services over the past 3 years.
Another 41 percent reported that costs
stayed the same, while 18 percent reported
that they increased. 
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